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Objects of the Society 


“To cultivate, promote and disseminate knowledge and 
information concerning accountancy and subjects related 
thereto; to establish and maintain high standards of 
integrity, honor and character among certified public ac- 
countants; to furnish information regarding accountancy 
and the practice and methods thereof to its members, and 
to other persons interested therein, and to the general 
public, to protect the interest of its members and of the 
general public with respect to the practice of account- 
ancy; to promote reforms in the law; to provide lectures, 
and to cause the publication of articles, relating to 
accountancy and the practice and methods - thereof; to 
correspond and hold relations with other organizations 
of accountants, both within and without the United States 
of America; to establish and maintain a library and read- 
ing rooms, meeting rooms and social rooms for the use 
of its members; to promote social intercourse among its 
own members and between its own members and _ the 
members of other organizations of accountants and other 
persons interested in accountancy or related subjects, 
and to do any and all things which shall be lawful and 
appropriate in furtherance of any of the purposes here- 
inbefore expressed.” 


From the Certificate of Incorporation. 
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THE SOBELSOHN TAXATION COURSES 


will begin a new accelerated 


COMPLETE COURSE ON THE INTERNAL REVENUE CODE OF 1954 


on 


MONDAY EVENING, JANUARY 31st, at 6:30 P.M. 


A complete new course, devoted exclusively to covering in detail the Internal 
Revenue Code of 1954, will be given in a series of 10 lectures as shown in 
the schedule below: 


Ist Session Monday, January 31 

2nd Session Thursday, February 3 
3rd Session Monday, February 7 

4th Session Tuesday, February 8 

5th Session Thursday, February 10 
6th Session Monday, February 14 
7th Session Tuesday, February 15 
8th Session Thursday, February 17 
9th Session Monday, February 21 
10th Session Thursday, February 24 


Lectures will be conducted by Mr. Howard A. Rumpf, Tax Consultant, 
Lecturer and former Tax Editer of Prentice-Hall. Classes will meet from 


6:30 to 9:30 P.M. on the evenings indicated in Room 1313 of this building. 


Included in this series, without additional cost, will be a 35 page monograph 
explaining in detail the pertinent changes in the Federal Tax structure by 
mthe Revenue Code of 1954, a bill of over 700 pages. Also, students can 
mpurchase various selected Tax Services at substantial Student's Discounts, 


Because of the extremely heavy interest shown in these courses, over- 
subscription usually results after general announcements are mailed out. 
For this reason, early enrollments are strongly advised. 


Registration may be accomplished simply by writing to us on your own 
etterhead and including your check for the tuition fee of $39 (which includes 
all notes and materials). We urge you to act promptly as our seating facilities 


pre limited. 
LA(nN > 


or further information regarding this course, or any of our other tax courses, contact— 


THE SOBELSOHN TAXATION COURSES 


250 WEST 57th STREET (Fisk Building) NEW YORK 19, N. Y. COlumbus 5-0819 


9 ow) “When writing to advertiser kindly mention THE NEW YORK CERTIFIED PUBLIC ACCOUNTANT. y | 


| 
‘ 
P 
i 
| 
- 
{ 
4 
i 
: 
: 
| 
& | 


2 


CWalional Accounting Machines save us $54,000 


a year... return 120% annually on our investment!”’ 


W. A. SHEAFFER PEN CO., Fort Madison, lowa 


“We purchased our first Nationals 27 years ago and have 
expanded their use as new models were developed. 


“We now use National Accounting Machines for Ac- 
counts Receivable, Accounts Payable, Payroll, Labor 
Distribution, and General Ledger Posting, as well as a 
variety of accounting reports. 


“We estimate that our Nationals (which cost $44,000) 
save us $54,000 a year. Thus savings repay the entire 
cost every 10 months—an 
annual return of 120% 
on our investment.” 


Vice President & Treasurer 


THE NATIONAL CASH REGISTER COMPANY, payron 9, on10 


949 OFFICES IN 94 COUNTRIES 


In your business, too, National 
machines will pay for themselves 
with the money they save, then 
continue savings as annual profit. 
Your nearby National man will 
gladly show you how. 
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CERTIFIED APPRAISALS 


Industrial Plants—Machinery 


Technical Experience Since 1916 


MODERN METHOD APPRAISALS 
Based Upon Current Market Values 


INSURANCE* TAXES¢ FINANCING 
ESTATES ¢ PARTNERSHIPS 


ENGINEERING and TECHNICAL 
ANALYSIS 


® 


DAVID NEEDLEMAN 


570 SEVENTH AVENUE 
NEW YORK CITY  BRyant 9-5115 


Appraiser for 
Leading Industrial Finance Companies 


COMPTOMETER OPERATORS 


Operators on our payroll — We bill you. 


Inventories, Audits, Etc.-In your office or ours. 


A. J.HUMBY BUSINESS SERVICE 


1674 BROADWAY, NEW YORK 19—CO 5-6981 


BLADES & MACAULAY 
INSURANCE ADVISERS 


& 
Complete Surveys of 


Corporate Insurance Affairs 
No Insurance Sold 


744 BROAD STREET NEWARK 2,N. J. 
Established 1926 
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AN ADIRONDACK VIEW 


The AccountAnt 


The Account-ant has a long nose for figures, 
The way he can wiggle it gives folks the 
jiggers. 
He sniffs at entries for things that are 
bought, 
And smells a mouse when the cash is 
short. 
If he studies at night, and works each day, 
He may get to be—a C.P.A. 


Lreonarp HoucGuton, C.P.A. 
“Adirondack Chapter” 


A Lay Interpretation of the 
Omniscient C.P.AccountAnt 


The C.P.AccountAnt is an erudite evo- 
lutionary creature subject to the atavistic 
appearance and industrious habits of its 
rudimentary progenitors of the Ant epleni- 
potentiary geologic period. 

It has a kindly manner until it starts 
working upon your financial problems, at 
which time it exhibits a sadistic trend, since 
it shows an unholy delight in striking 4 
balance. (A poor erratic and pathetic balance 
with which you have lived in perfect amity 
for months.) It has an eye for figures 
second only to that of the tired busines) 
man in the front row of the prevailing 
chorus production. 

It is usually accompanied by an assistAnt, 
the latter being delegated to delve into your 
assets, assignees, and associates, assuring 


(Continued on page 6) 
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Now 
CYPRESS 
TRANSLUCENT TAX MATERIAL 


‘For Finest Copies 
to enhance your prestige 


To work with Confidence 
Consult us on the Authorized Procedure 


Order from the original and most complete listing now available. 


e Translucent Federal and state Tax originals 
¢ Translucent columnar work sheets of unique design 


e Translucent schedule forms ° 


Tax forms available in four different styles 
Folders — Collated Sets — Single Sheets — Flat Sheets* 


Finest TWO SIDED printing on original makes unmatched copy prints 
Up-to-the-minute information on the latest serie 
Superior translucent paper 


CALL OR WRITE 
tor information and our New Booklet 
“AUTHORIZED PROCEDURES” 


CYPRESS OFFSET CORP. 


1170 BROADWAY e NEW YORK 1, N. Y. 
MU 4-6580 


PRINTERS OF AUTHORIZED TRANSLUCENT INCOME TAX FORMS. 
BUSINESS FORMS. ANALYSIS SHEETS & SCHEDULES. 


All orders in excess of $15.00 will be delivered by 
our truck any place in Manhattan without charge. 


IMPORTANT BULLETIN! 


* Now! File all New York State and F ederal returns on ONE piece of paper. 
Do this on any SMALL machine 11” or wider. Write or call for details 
about this recent authorization. 
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When Banks STOP,— 
We START ! 


LIBERAL LOANS (Continued from page 4) 
discovery of the few coppers which you 
ON Pp y 


have hoarded under the loose brick in the H 


MACHINERY & fireplace, and which must be unbricked to 18% 


AN ADIRONDACK VIEW | 


give the C.P.Ant the satisfaction of striking 
EQUIPMENT that inoffensive balance, thereby aiding the § ru 
Government in making a loan of 80,000,000 
Lower Charges fleeting dollars to Slicco Sumboddia. , 
Q uicker Service As the C.P.Ant finishes your Tax Return . 


he appears to you as an avaricious and able 
field agent of the F.I.R.B. and you appre- \ 
hensively wonder if he has given due con- 


CONVENIENT REPAYMENT PLAN 


Confidential sideration to your dependAnts or has de- wine 
No obligation whatsoever prived you of your independence, but when wit 
. Call BRyant 9-4065... he beamingly announces that the Govern- “si 
: ment owes you a refund of $48.72, he be- gions 
SAMUEL BREITER & CO. INC. comes a most benignant pin and you . 
1475 hasten to see if there are not a couple of 
pagtees aee cigars left in the box you bought when 
Serving Business Since 1912 Junior was born. 


» Bank and Professional References 


readily submitted CHARLES C, TREMBLEY 


(Retired physician, 
sportsman and the artist) 


POLIO! 


Accountants—get your FREE copy REATMENT. 
of our new 32-page, illustrated 

1955 Catalog of accountant’s 
office and stationery supplies — 


READY NOW ! 


Kindly fill in coupon and mail today. 


ACCOUNTANTS’ SUPPLY HOUSE 


“Service for Accountants” 


305 CANAL ST., Dept. NY1, N.Y. 13 | 
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She shot the ashes 


b “a ER name was Phoebe Mozee and she 
a ad was born in Darke County, Ohio, in 
riking § 1860, and she could shoot the head off a 


1g the § running quail when she wastwelve years old. 


00,000 Once, at the invitation of Kaiser Wil- 


helm II of Germany, she knocked the ashes 


Yeturn off a cigaret he was holding in his mouth. 


d able 
appre- § When she out-shot the great exhibition 


© marksman, Frank Butler, he fell in love 
gia with her and married her and they were 
overn- ideally happy together for the rest of their 
he be- @long lives. 

d you 

she of She could handle a rifle or a six-gun 
when @With an artistry unsurpassed by that of any 


uman being before her time or, probably, 
since. And when she appeared with Sitting 
Bull and other notables in Colonel Cody’s 
Wild West Show, she thrilled your father 
and mother—not as Phoebe Anne Oakley 
ozee but as “Little Sure Shot,” the im- 
ortal Annie Oakley. 


BLEY 
n 
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Annie Oakley, the poor back-country 
brphan girl who made her way to world- 
ide fame, was the very spirit of personal 
ndependence. That spirit is just as much 
live in our generation as it was in hers. 
t is among the great assets of our people 
and our nation. And it is one very great 
eason why our country’s Savings Bonds 
re perhaps the finest investment in the 
orld today. 


Make that investment work for you! 
ncrease your personal independence and 
our family’s security, by buying United 
tates Savings Bonds—starting now! 


35 
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off the Kaiser's cigaret 


It’s actually easy to save money—when you 
buy United States Series E Savings Bonds 
through the automatic Payroll Savings Plan 
where you work! You just sign an applica- 
tion at your pay office; after that your sav- 
ing is done for you. And the Bonds you 
receive will pay you interest at the rate of 
3% per year, compounded semiannually, for 
as long as 19 years and 8 months if you 
wish! Sign up today! Or join the Bond-A- 
Month Plan at your bank. 


For your own security—and your country’s, too— 
invest in U.S. Savings Bonds! 


in BH The U. S. Government does not pay for this edvertisement. It is donated by this publication in cooperation with the 
; Advertising Council and the Magazine Publishers of America. 
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A Service of Importance 
to the Certified 
Public Accountant 


You undoubtedly encounter situations 
where a client’s business is well managed, 
his product, pricing and terms definitely 
attractive—and yet the business is unable 
to make the progress it should. 

Such situations often follow a familiar 
pattern, marked by inability to: (1) ex- 
pand sales; (2) take advantage of trade 
discounts; (3) extend new or larger 
credits although they are absolutely 
sound risks; and (4) meet payroll and 
inventory needs without strain. These 
handicaps are usually attributable to a 
high percentage of working capital in ac- 
counts receivable. 

Should a client of yours be hampered 
in this way, why not suggest that he ease 
the situation through a revolving credit 
arrangement in which his receivables are 
employed as collateral for immediate cash 
loans? The simplicity, low cost and 
prompt action of this Bank’s Accounts 
Receivable Loan service has brought to. 
us as customers many hundreds of manu- 
facturers, jobbers and wholesalers in New 
York and nearby States. 


The service is on a non-notification 
basis. Borrowers approve their own 
credits, make shipments on usual terms, 
and handle their own collections. In short, 
they continue to do business in the usual 
way, but with the important new advan- 
tage of a faster turnover of working 
funds. 

We will gladly furnish detailed infor- 
mation to you and/or your clients regard- 
ing our Accounts Receivable Loan serv- 
ice. For the complete facts, please address 
Mr. E. L. Emery, Vice President. 


The Publie 
National Bank 


and Trust Company of New York 


37 Broad Street, New York 15, N.Y. 
Telephone: HAnover 2-9000 


25 Conveniently located Offices throughout 
Manhettan, Bronx, Brooklyn. 


Book Reviews 


Industrial Accountant’s Handbook 


Edited by Wyman P. Fiske and John A. 
Beckett. Prentice-HALt, Inc., New York, 
N. Y., 1954. Pages: ixt-1072; $12.50 


Businessmen, practitioners, and students 
have learned to rely on handbooks as ne- 
cessary tools. It is well to note that in 
writings in the social sciences, generally, 
statements relating to accounting practices 
are frequently supported by references to 
handbooks. The appearance of a new hand- 
book in the field of industrial accounting 
is indeed an important event. 

Industrial accounting is defined as “an 
area of accounting that involves the pre- 
determination, accumulation, recording, al- 
location, reporting, analysis, and interpreta- 
tion of manufacturing costs, administrative 
costs, and distribution costs.” (p. 3). The 
volume under review attempts to “com- 
pletely cover the fundamentals of industrial 
accounting” and to treat with the “newest 
and best techniques on how to do it” basis. 
(p. v). 

The editors, in association with 19 ex- 
perts, have produced a volume divided into 
five sections and 25 chapters. The coverage 
is broad, extending beyond the confines of 
industrial accounting as defined above, as is 
evidenced by the listing of the section and 
chapter headings which follow: 


I. Basic Concepts 


Basic Concepts in Industrial Accounting 
2. Cost Volume and Price Relationships 


II. Organization 


Organization for Industrial Accounting 


III. Techniques 


4. Cost Systems 

5. Account Classification and Cost Ledgers 
6. The Accumulation of Basic Cost Data 
7. Controlling Overhead Costs 

8. Building Standards 

9. Standard Costs in the Accounts 


10. The Design and Administration of 
Business Systems 


11. Machines for Accounting 
12. Form Design and Control 
3. Forecasting and Planning 


IV. Application 
14. Inventory Values and Profit Measure- 
ment 
15. Control of Operations and Investment 
16. Pricing Policies 
17. Internal Check and Audit 


18. Cost Reports 
(Continued on page 10) 
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Ver ‘el 4 aa, Sensational New Office Copying Development 


Provides Substantial Saving in — Money — EFFrort 


for the 


C.P.A. and CLIENT 
KODAK VERIF AX PRINTER 


@ In only 1 MINUTE—you can 
make 3 COPIES—instead of, 1 
—on ORDINARY PAPER — 
for only 4¢ apiece. 


© Copies are clean, legible, smear- 
proof and long lasting. Internal 
Revenue Department will accept 
for filing Verifax copy of Form 
1040. 


¢ No waiting for copies to dry. 


@ No special skill or training 
required. 


® No darkened offices. 


Your responsibility to your client will warrant 
investigation of the tremendous savings by the Verifax method 
VERIFAX is invaluable for fast, accurate and inexpensive copying—letters, reports, 
bids, contracts and documents, surveys, internal and external correspondence for 
colleagues and clients, letters of credit, invoices, bills of lading and numerous other 
uses for every office. 


VERIFAX saves hours of tedious retyping and eliminates double checking. 


VERIFAX is now used extensively at great savings, by Manufacturing Plants, Sales 
and Service Organizatioris, Advertising Agencies in Sales, Purchasing, Office 
Accounting, Export, Credit, Engineering, Legal, Medical and Executive Offices. 


PRICED AT Low $240, IT QUICKLY PAYS FOR ITSELF 


IMPORTANT: We maintain Sales and Service Staff for VERIFAX users 
For a demonstration of this sensational new method of copying—in your office, fill out coupon 
below and MAIL today. No obligation, of course. 


EASTMAN KODAK STORES INC., One West 39th Street, New York 18, N. Y. 
Gentlemen: I would like a demonstration of the new VERIFAX method of copying. Please have 
your representative telephone me 


(Additional copies available for 
9 5 9) When writing to advertiser kindly mention THE NEW YORK CERTIFIED PUBLIC ACCOUNTANT. 
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the ANOWN tactor 


Ask people what the “unknown factor” is 

and you get a variety of answers... 
everything from “what goes on behind the 

iron curtain” to Einstein’s theory of relativity. 
Mention the “KNOWN Factor” to CPA friends 
these days and a surprisingly large number 

say, “That’s FORTUNE FACTORS, Inc.!” 
Over the years we’ve become known to many 
in the accounting profession for the skilled way 
in which we help their clients. For example... 


FORTUNE provides Personalized Service. 
The telephone company’s phrase, 
“person-to-person,” describes the way 

in which we work with clients. 
Business-like methods and friendly interest 
have a way of getting things done. 


FORTUNE provides Fast Service. 

In a Factor-Client relationship, speed 
can often make the difference between a 
season’s profit or loss. We provide 

fast action at all times. 

FORTUNE provides Knowledge. 
Working capital problem? Inventory 
problem? Credit problem? Collection 
problem? You name it...our years of 
business know-how have given us the 
right answers, and they’re always 
available to clients! 

A good Factor to recommend is... 


inc. 


1441 Broadway, 
New York 18, N. Y. 
Wisconsin 7-5600 


A phone call or note to our New Accounts Dept. 
will bring an executive to your office. Confi- 
dentially, and without obligation, of course. 
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V. Procedures 


Material Control Procedures 

Labor Accounting and Reporting Pro- 
cedures 

21. Overhead Cost Distribution and Ap- 
plication 
Distribution 
Analysis 
Inventory Control Procedures 
Plant Records and Procedures 
Budget Principles and Procedures 


and Administrative Cost 


23. 
24. 


20. 


The task of controlling a co-operative 
work such as a handbook is a difficult one. 
While some duplication does occur (over- 
head variance analysis, materials costing 
methods, etc.), it has been kept to a mini- 
mum. Certainly in the selection of con- 
tributors, the editors did well in securing 


the services of Nickerson, Atkinson, and 
Dean to name just three. The editors are 
to be commended for injecting such topics as 
design and control of forms, control of in- 
vestment, pricing policies, and _ internal 
audit. 

The organization of the text, however, is 
a bit on the unorthodox side. The control of 
overhead costs is discussed in chapter 7, 
following the review of historical cost sys- 
tems, yet the techniques of overhead cost 
distribution and application are dealt with 
in chapter 21. The chapters on budgeting 
(ch. 25) and forecasting (ch. 13) appear 
much after the chapters devoted to a con- 
sideration of standard costs (chs. 8 and 9). 
In addition, it was disappointing to note the 
failure to mention the contributions of 
operations research in the field of inventory 
control. 

It must be added that the observations 
noted above detract hardly at all from a 
well-prepared volume which will serve as a 
valuable source of accounting information. 


MICHAEL SCHIFF 


Graduate School of 
Business Administration 
New York University 
(Continued on page 11) 
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Information For CPA Candidates 


AMERICAN INSTITUTE OF ACCOUNTANTS, 
New York, N. Y., 1954. Pages: iv + 76. 


CPA candidates will get new help in pre- 
paring for the examination from this 80-page 
booklet recently issued by the American In- 
stitute of Accountants. It explains the nature 
of the uniform CPA examination and the 
procedures followed in creating, administer- 
ing, and grading the examination. The sub- 
ject matter included in the examination is 
described, and there is a discussion of the 
functions of State Boards of Accountancy. 
Suggestions are offered regarding general 
preparation for the examination. The Insti- 
tute will make copies available to the candi- 
dates through State Boards of Accountancy. 


Handbook of Accounting Methods (Second 
Edition) 
Edited by J. K. Lasser. D. Van Nostrand 
Company, Inc., New York, N. Y., 1954. 
Pages: viii + 1149; $12.00. 


This text made its first appearance in 1943 
and has now been revised and published as a 
Second Edition. Accounting practices have 
been reviewed and, in keeping with the 
changes in accounting thinking and tax re- 
quirements since the first edition was pub- 
lished, those which are no longer followed 
have been eliminated and others substituted. 

The book is in two sections. The first part 
discusses that which is sought in all account- 
ing systems, how periodic reports are de- 
signed, how budgets can aid efficient man- 
agement, and points out the principles on 
which system designing is based. The second 
section outlines the systems used in 84 differ- 
ent industries, each of them written by a 
practitioner familiar therewith. 

For each of the industries taken up in the 
second section, there are set forth a brief 
description of the business, the objectives 
of the accounting system, a suggested chart 
of accounts, the accounting methods peculiar 
to the industry, and the financial statements 
customarily prepared and required. 

The publisher refers to the revision which 
was made in bringing the handbook up-to- 
date. In view thereof, it is surprising to see 
the free use of terms which many account- 
ants no longer use, and the absence of other 
terms which have been recommended by the 
American Institute of Accountants for gen- 
eral adoption. 

Thus, operating statements are frequently 
referred to as “operating profit and loss” 
and net income as “net profit.” Retained 
earnings are still called “surplus” and the 
allowance for depreciation is called a “re- 
serve for depreciation.” Furthermore, pre- 


(Continued on page 12) 
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HOW YOUR 
ORPORATION CLIENTS 
CAN ADD TO THEIR 


1% Per Year 
2 Savings Dividend 


ON FUNDS 
WHICH MAY 
NOW BE 
LYING IDLE 


CORPORATION OFFICERS often look for 
places where they can invest surplus 
funds, trustee funds, funds for deprecia- 
tion, self-insurance funds, reserves for 
taxes, lease deposits, etc. 

A NINTH FEDERAL Corporate Fund 
Account provides security of principal, 
availability and reasonable return. (Sav- 
ings dividend at 2% % per year, cred- 
ited semi-annually.) To conserve divi- 
dends, passbook loans are available. Up 
to $10,000 insurance per account by 
Federal Savings and Loan Insurance Cor- 
poration. As many accounts as desired 
may be fully insured if held in trust for 
different beneficiaries. For example: 
lease deposits held in trust for tenants. 
DESCRIPTIVE FOLDER CP-3 is waiting for you. Phone 
or write Edgar R. Tostevin, Vice-President, or visit 
either of our two convenient Savings Centers. 
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paid expenses are not always shown as a 
current asset, as recommended by the Ameri- 
can Institute of Accountants. It is also 
unfortunate that the forms used for insur- 
ance companies show “1941” in their titles. 
While similar forms fhay still be in use, 
the “1941” creates the impression that they 
may be out of date. 

The 84 industries cannot possibly include 
all businesses and professions, and in’ that 
respect the handbook cannot be said to pro- 
vide complete coverage. Nevertheless, it does 
supply needed information and data concern- 
ing all systems generally, as well as systems 
applicable to the 84 specific industries in 
particular, person seeking accounting- 
system information concerning any of these 
84 industries will obtain important facts 
concerning them from the plentiful forms 
and charts and the discussion which accom- 
panies them. 


STANLEY B. TuNICK 


New York, N 


Business Tax Guide (Fifth Edition) 
By J. K. Lasser Tax Institute. Simon 
and Schuster, New York, N. Y., 1954. 
Pages: x + 294; $3.95. 

The contents of this fifth edition have 
been thoroughly rewritten to incorporate the 
sweeping revisions made by the Internal 
Revenue Code of 1954. Approved methods 
employed in prior editions have been used in 
this edition, adjusted to conform to changes 
made by the new Code. 

The Code contains many alternative 
methods to conduct a business transaction. 
The use of this book will permit the tax- 
payer to choose that tax alternative whicli 
results in the lowest tax burden. 


A check list “for self-analysis of other 
business operations,” at the beginning of 
the text, permits the taxpayer to see at 4 
glance the various tax alternatives available. 


The chapters clarify and explain sucli 
subjects on income as, how to control whut 
you report as sales income; what interes! 
is taxed; what dividends are taxed; whiai 
to do with gains or losses from sale of prop- 
erty; and also, how to run your records ol 
income. 

In addition, certain sections on expenses 
cover how to get your cost of sales and 
figure your inventory; what can be done 
about repairs; rules to get the maximum 
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allowance for bad debts; interest expense NATIO? 
controls; tax expense management; setting ( 
up profit sharing, pension, and similar plans; 
what to do about casualty losses; how td at 

PHIL: 


make best use of accounting elections. 
(Continued on page 13) 
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Professcoual 


LIABILITY INSURANCE 


e This important coverage is now available at favorable rates to 


qualified New York State firms and practitioners. 


e Underwritten by an American insurance company approved by the 


N. Y. Insurance Department. 


e@ For descriptive brochure and premium quotation write or phone 


HERBERT L. JAMISON & CO. 


270 MADISON AVENUE, NEW YORK 16 ¢ MUnrray HI 9-1104 


Book Reviews 


(Continued from page 12) 


This book can also be of aid to the account- 
ant as it provides a starting point on his 
detailed study of means of tax savings for 
his client. The book is no substitute, how- 
ever, for detailed research which must be 
completed before a final decision is reached. 


JosHUA WACHTEL 
Bernard M. Baruch School of Business 


and Public Administration 
The City College of New York 


APPRAISALS 


NATIONAL ORGANIZATION OF APPRAISAL ENGINEERS 


STANDARD APPRAISAL COMPANY 


PITTSBURGH 


6 CHURCH STREET ATLANTA 


NEW YORK, N.y. 


8T. LOUIS 
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Binding 
THE NEW YORK CERTIFIED 
PUBLIC ACCOUNTANT 


When the magazines constituting the 
volume are supplied by the subscriber 
the binding charge is $3.25, plus 3% 
N.Y.C. sales tax. Each bound volume 
includes twelve issues. 

* 
Bound in brown fabric with title, dates 
and volume number stamped in gold. 
* 
Missing numbers will be supplied, i 
obtainable, at 50 cents each. 

* 
Binding orders and the magazines to 
be bound should be mailed or de- 
livered to 


THE NEW YORK STATE SOCIETY OF 


CERTIFIED PUBLIC ACCOUNTANTS 
677 Fifth Avenue 
New York 22, N. Y. 
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CERTIFIED 
INSURANCE AUDITS 


The proper way to confirm the 
adequacy, economy and efficiency 
of business insurance programs 
and prccedures. Personal service 
by a recognized expert. 


JEROME S. MILLER & CO. 


116 John Street New York 38 
BArclay 7-2572 


ROBERT HALF 


PERSONNEL AGENCIES 


R. HALF, CERTIFIED PUBLIC ACCOUNTANT 


BUSINESS AND PERSONNEL 
OPPORTUNITIES 


Help Wanted: 20¢ a word, minimum $5.00, 
Situations Wanted: | 10¢ a word, minimum $2.00, 
Business Opportunities: 15¢ a word, minimum $3.00. — 
Box number, if used, counts as three words. 
Closing Date—lSth of month preceding date of 
publication. 


BUSINESS OPPORTUNITIES Con 
expe 
Mail and Telephone Service: Desk provided “te 
for interviewing. $6.00 per month. Direc-@ BA 
tory Listing. Modern Business Service, 505% — 
Fifth Avenue (42nd Street). Stat 
ence 

Attention Mr. Accountant hour 
Save Time, Money and Energy! ence: 
TAX RETURNS REPRODUCED 
Form Acceptable by both Federal and Statem C.P. 
Governments. REPORTS TYPED Accu-j§ avail 
rately and Attractively! Thoroughly checkedi take 
—ready for presentation. LILLIAN SAPA-@ prac 
DIN, 501 Fifth Avenue, MU 2-5346. 805, 


C.P.A., 41, established firm will pay double C.P.. 
annual gross for purchase of practice, orf Per 
individual accounts. $30,000.00 available Box 
Box 802, New York C.P.A. CP. 


Your Canadian Partner perie 
Montreal firm desires association with New over! 
York or national firm having present orf™ Box 


prospective Canadian interests. Box 804, CPs 
New York C.P.A. 


contr 


Government Approved TAX FORMS RE- = 


PRODUCED. You prepare one translucent 
form (available this office). We reproducejj— 
as many EXACT copies as_ required Typis 
ACME SECRETARIAL SERVICEBAII 
160-16 Jamaica Avenue, Jamaica, OLympiaf§ 
8-2393. Eveni 
town 


Statistical Typist—9 years experience with 
Certified Public Accountants. Desires tempo- 
rary or permanent part time position. Box 
806, New York C.P.A. 


STATI 
perien 


C.P.A. willing to share office and facilities 
in Wall Street area, preferably with Tax 
Consultant. Facilities include competent 
secretarial services, tax library and hand- 
pad decorated office. Box 808, New York 
C.P-A. 


C.P.A.—N. Y.—Approximately 20,000 gross 
practice—will share offices to be obtained and 
services with view to possible future part: 
nership. Prefer Fifth or Madison Avenu 
Box 811, New York C.P.A. 


Office facilities available with established 
Practitioner. Wall Street area. Possibly’ 
association. Box 813, New Yorke 
.P.A. 


Accounting Practice—$25,000, will sell entire 2 
practice or negotiate partnership. Desiregic 
twice the annual fees. Box 816, New Yorlf. 
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BUSINESS AND PERSONNEL 
OPPORTUNITIES 


(Continued from page 14) 
SITUATIONS WANTED 


Work at Home 


Comptometrist—own machine. Diversified 
experience with C.P.A. specializing inven- 
tories. Will pick up, deliver. Lillian Young, 
BA 9-2755. 


Statistical Typist—Fast Accurate Experi- 
enced Rush Job Specialist available any 
hour any day $2 per hr. Current local refer- 
ences. Lynne Lockwood—ACademy 2-9462. 


C.P.A., 40, 20 years diversified public. Has 
available time from own small practice to 
take on per diem work for overburdened 
practitioner. Will consider all offers. Box 
805, New York C.P.A. 


C.P.A.—Diversified Experience—Desirous of 
per diem work—8 to 10 days per month. 
Box 807, New York C.P.A. 


C.P.A.—Attorney, age 32, Heavy Tax Ex- 
perience, seeks vt diem arrangement with 
overburdened C.P.A. located in cs: 
Box 809, New York C.P.A 


C.P.A—Have you a client in need of a 
controller or internal accountant? Thorough 
public and private background, including 
process cost and construction. Box 810, 
New York C.P.A. 


Typist . . Seeks Homework .. Accurate . . 
All Phases . . Taxes . . Correspondence . . 
Knowledge Shorthand . . Quick Service . . 
Evenings——Weekends . . Electric . . Mid- 
town Pickup. Box 812, New York C.P.A. 


StaTIsTICAL Typist & COMPTOMETRIST, ex- 
perienced with C.P.A.’s, desires part time 
work. Call after 6:00 P.M. —EVergreen 
6-8086. 
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C.P.A.—over 20 years public accounting ex- 
perience. Seeks per diem work or association. 
Will consider position in privaté industry. 
Box 814, New York C.P.A. 


C.P.A.—37—15 years auditing and tax ex- 
perience. Seeks permanent per diem arrange- 
ment with C.P.A., 10 to 12 days monthly. 
Box 815, New York C.P.A.. 


e part: 


Tax Accountant—C.P.A.—Twelve years 


A venue, 


blished 
>ossible 
York 


enti 
Desire 
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with C.P.A. firm; desires position with Tax 
Jepartment in New York an Ev 500 per 
nnum. Box 817, New York C.P.A 


Comptroller — Financial and Accounting 
Executive—38, heavy experience in state- 
nents — budgets ~- costs — taxes — SEC 

government reguation — systems — CPA 
nd MBA. Box 818, New York C.P.A. 


-P.A—Broad accounting and tax experi- 
nce. Seeks per diem arrangement. Excel- 
ent references as to character and ability. 
ox 819, New York C.P.A 
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COMPTROLLERS 
e OFFICE MANAGERS 
ACCOUNTANTS 


FOR PROMPT 


Why spend valu- 
able time reading 
hundreds of letters of application and 
interviewing many prospective appli- 
cants to secure the right employee? 


WM. SCHNUER, BBA, MBA 
Licensee 


This has been our task for 
thousands of firms since 1939. 


Our interviewers are educated and 
experienced in the fields of personnel 
and accounting. 


We do a professional job 


Full Charge 
Assistants 


C.P.A.’s e SECRETARIES 
Seniors, Semi-Srs. | ¢ STENOGRAPHE 
Juniors e TYPISTS 

EXECUTIVES CLERKS 


SERVICE 


Call: 


Licensee 


Licensee 


¢ BOOKKEEPERS 


RS 


Wm. Schnuer 


Shirley Schnuer 


“Serving Leading National Firms Since 1939” 


EMPLOYMENT AGENCY 
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This makes 


ke Look above and see how you can get 


the bi 4 cleaner, sharper copies from your direct 


copying machine. 


\ differ ence! The revolutionary new Transface translucent 


¥ master form is printed both sides for 
maximum opacity of image and quality 
= reproduction. That's the big difference 
between Transface originals and ordinary 
master sheets. 


See for yourself what a difference it makes 
in your results. Try Transface, the best 
original on the market. 


Phone or write us and we'll be glad to send 
you samples to try on your own machine. 
No obligation of course. 


White Printing—Ozalid, Bruning 
and other direct copying machines 


translucent ANALYSIS PADS 


with reproducible and non-reproducible rules 
CUSTOM DESIGNED FORMS 

for every office use 

FEDERAL and STATE TAX FORMS 


“‘TRANSFACE PROCESS COMPANY 


333 Hudson St., New York 13, WAtkins 4-5985 I 
dealers throughout the United States Jc 
specially designed accounting work schedules now added 
NEW to the nation’s most widely-accepted line of diazo forms PB 
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The President’s Page 


1955—This Magazine’s Twenty-Fifth Birthday 


I* 1930, the Society gave birth to 

this magazine. The conception was 
brilliant, the delivery skillful, and the 
infant sturdy. The youngster soon 
gained plaudits from readers, and 
“copped” many prizes. In short, there 
has been a quarter-century of progress. 

Let’s recreate the nativity. The time 
is 25 years ago. There comes upon 
the scene, for quarterly appearance, 
the “Bulletin of the New York State 
Society of Certified Public Account- 
ants”. It is a gray covered, 48-page, 
“ad’-less document, about three- 
quarters of an inch smaller in length 
and width from our present magazine. 
Its bodyguards are these stalwarts, 
constituting the Committee on Publi- 
cations: Morris C. Troper, Chairman, 
Samuel J. Broad, and Charles B. 
Couchman. 

This epoch-making first issue starts 
with a message from President Arthur 
H. Carter. He exhorts the members of 
the profession to be in close contact 
with one another and with develop- 
ments in the business world. He points 
out that the Society is an ideal auto- 
matic way to accomplish this. 

Then, there is the report of the 
Committee on Cooperation with Public 
Accountants of the Robert Morris 
Associates. It contains the following 
gem: “Our membets must bear in 
mind that the accountants do not un- 
derwrite our loans. When that time 
comes, we will lose our jobs.” 

Three articles follow on defalcation 
and fraud. The authors are George 
L. Naught, Norman J. Lenhart, and 
John R. Wildman. 

State tax legislation is then discussed 
by Committee Chairman Isidor Sack. 
The wind-up article is by the first vice 
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president, Walter A. Staub, about the 
work of the technical committees. 

Quite a baby! 

Let’s take a squint at the youngster 
24 years later. He now makes his ap- 
pearance every month. An issue aver- 
ages 65 pages. In 1954 there are 63 
articles—covering such wide range as 
accounting principles, accounting ser- 
vice, accounting history, administration 
of accounting practice, auditing, taxes, 
broad areas of economics and govern- 
ment. There are 54 book reviews. Nine 
departments strut their stuff. They 
include: Office and Staff Management 
(Max Block); New York State Tax 
Forum (Ben Harrow); Accounting 
at the SEC (Louis H. Rappaport, 
and formerly William W. Werntz) ; 
Payroll Tax Notes (Samuel S. Ress). 

The circulation is over 8,500, the 
distribution all over the country, and 
the subscribers in all walks of life. 
More than 1,200 copies go to non- 
members in industry, banking, educa- 
tion, libraries, and student groups. 
Since 1946, Emanuel Saxe has been 
at the helm as managing editor. 

How does the publication rate quali- 
tatively? Our members loudly sang 
its praises in a membership opinion 
survey in 1950. Outsiders likewise 
lifted their voices in approbation, evi- 
denced by the prizes won for edi- 
torial achievement and original re- 
search, 

The men who tilled this literary soil 
25 years ago planted well. The en- 
suing years have yielded increasingly 
fine crops. Golden anniversary har- 
vests are still ahead. Happy Birthday 
to .the New York Certified Public 
Accountant! J. S. Seman 

President 
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The Next Fifty Years 


By Maurice H. Stans, C.P.A. 


The next fifty years will witness the further growth of accounting 
as a technique, as a profession, and as a social force—says Mr. 
Stans. Accountants will have it within their power to help achieve 
a peaceful balance in human society through improved ways of 
disseminating the “economic facts of life.” 


Introduction 


You have given me a big subject— 
but I have never tackled any subject 
with more confidence than that with 
which I approach this one. That is be- 
cause I am convinced of the sound- 
ness of the two propositions which it 
includes : 


(1) We are in an expanding econ- 
omy (one which will far out- 
pass anything our imagination 
can conceive ). 

The CPA faces a great chal- 
lenge (in terms and scope which 
greatly exceed the remarkable 


opportunities for the profession 
so far in this century). 
I want to discuss here that challenge— 
and its meaning to us—in broad terms; 


Maurice H. Stans, C.P.A., is 
President of the American Institute 
of Accountants and executive part- 
ner of Alexander Grant and Com- 
pany, C.P.As., Chicago, Illinois. 

This address was delivered by 
him on December 6, 1954, at a din- 
ner sponsored by the New York 
State Society of Certified Public 
Accountants in honor of the group 
of successful candidates in the re- 
cent New York CPA examinations. 

It was based largely upon a 
chapter written by Mr. Stans for 
the new book, Handbook of Mod- 
ern Accounting Theory (copyright, 
1955, Prentice-Hall, Inc.), edited 
by Morten Backer, and is repro- 
duced with the permission of the 
publisher. 
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not in the setting of just today, but in 
the horizon of many years ahead—say 
the rest of this century. 

Let me ask you a question. Have 
you ever stopped in the course of your 
daily work and wondered what the real 
long-range future is likely to be for the 
CPA, his profession and his art? Most 
of us aren’t likely to take the time to 
do that, are we? Yet it’s a very re- 
warding experience, as I have found. 

I would like to try to lead you down 
the road a long way—toward the far 
horizon. I would like to point out to 
you some of the things that I see there 
—along the milestones beside the road 
—then ask you to take over and see 
whether you find the same promising 
view that I do. 

In a sense this will be an unfinished 
subject, because there is no end to that 
road or the view ahead. You will have 
to use your own imagination to carry 
on from where I stop. 


Looking Ahead 


Iirst, how can we know what is 
ahead? Paradoxical as it may seem— 
by looking back. How do we face the 
challenges ahead? By seeing how we 
have met the challenges so far. 

So let’s take a quick look back at 
at history and see how far we’ve come. 
But we can’t look at ourselves in a 
vacuum, so to speak. CPA’s and the 
art of accounting are only a part of a 
broad scheme of things. Therefore, 
let me create a setting for you in terms 
of the entire social and economic en- 
vironment. Then we can see how we 
fit into it. 
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The Next Fifty Years 


The Last Fifty Years 


In the last fifty years a lot has been 
happening to accounting and account- 
ants. In simplest terms, there have 
been three great economic movements 
so far in this century: 


(a) The great expansion of indus- 
trial activity, based largely upon 
the products of scientific re- 
search, with widespread owner- 
ship and with great demands on 
accounting for financial control 
and reporting. 

The search for productivity, 
through the development of the 
mass production systems in in- 
dustry, with their great empha- 
sis on cost accounting and ef- 
ficiency. 

The trend toward greater gov- 
ernment influence in the affairs 
of business, through taxation 
and regulation. 


(c) 


Let me remind you of some of the 
events of the twentieth century. The 
past fifty years have brought the auto- 
mobile and with it the developments of 
rubber and oil. The automobile was 
followed in the field of transportation 
by the airplane, and the science of aero- 
dynamics came into being. Synthetic 
chemistry developed thousands of new 
products in the fields of plastics, cloth- 
ing and many articles of daily utility. 

Medicine brought its miracles from 
mold, earth, and even less attractive 
substances. In agriculture, science 
moved from soil analysis to chemical 
additives to hydroponics. Scientific 
breeding brought hybrid corn, stur- 
dier cattle, and wingless chickens. 
Refrigeration came to protect man’s 
food and increase his comfort. Wire- 
less communication developed into 
radio and then television; in the mean- 
time, the whole broad field of elec- 
tronics was created. Physicists un- 
veiled radium, filled in the scale of 
atomic weights and pushed beyond into 
nuclear physics until they finally untied 
the power of the atom. 


1955 


How did accountancy contribute to 
these developments in our living? How 
did we meet the challenge of these 
tremendous events? 

First, we grew from 243 CPA’s in 
1900 to over 50,000 today. Account- 
ants in total, above the ranks of mere 
bookkeepers, in public practice and in 
industry, grew from a few thousand in 
1900 to hundreds of thousands today. 
Specialties developed and from them 
grew subsidiary arts of cost account- 
ing, internal auditing, budgeting, con- 
trollership in all its phases, and ulti- 
mately management by accounting. 

These are mere statistics, and they 
do not really describe the importance 
of the developments. The real fact is 
that this last half century has grown 
as it has because it was accompanied 
by two quiet revolutions—so quiet that 
their significance is not yet realized by 
most people. We have had a scientific 
revolution by an intensive development 
of research—and we have had a mana- 
gerial revolution by the tremendous ex- 
pansion of the accounting arts. 

In true perspective, this partnership 
of scientific research and accounting 
engineering—joined together under the 
great American spirit of free enter- 
prise and individual initiative—tells 
much of the story of the gains in 
living standards since ‘1900. 

As each new product was unveiled, 
the accounting art took over. Business 
management meant making decisions ; 
decisions needed information; the in- 
formation came from records; the 
better the records the better the 
decisions. 

Bringing new developments to the 
masses of the public at a profit required 
accurate knowledge of costs; cost 
measurement and cost reduction ‘be- 
came general goals; the cost accountant 
got the facts and demanded more engi- 
neering for still lower costs; and with 
lower costs more people benefited. 

Business planning became budgeting. 
Financial management became _ con- 
trollership, and that meant management 
by ‘accounting. Improvements in ac- 
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The Next Fifty Years 


counting were demanded—to aid man- 
agement and to protect investors—and 
this became the responsibility of a new 
profession. 

The impact of taxes and government 
controls upon accounting needs no 
elaboration. The significant thing is 
that when the Sixteenth Constitutional 
Amendment was adopted, the account- 
ing term “income” became the new 
subject of taxation. 

The importance of accounting in all 
of these is made clear by asking how 
they could have been possible without 
accounting.» 

We should not underestimate the 
great force of this twentieth century 
accounting revolution. If we recognize 
it in its full scale, we will recognize 
also the challenge ahead and we will 
know how to meet that challenge. 


The Next Fifty Years 


Now let’s look ahead. 

Each of these three fundamental 
forces—the expansion of industry, the 
fight for productivity, and government 
participation — promises to continue 
with us. 

As for the first, scientists like Dr. 
Vannevar Bush predict such develop- 
ments as cultivating food in the seas, 
new methods of reclaiming land, en- 
hancing the health and life of the popu- 
lation by maintaining normal hormonic 
balances, selecting chemicals from the 
seas, and using automatic machinery 
to a greater extent than ever (auto- 
mation). 

Dr. Roger Adams, president of the 
American Association for the Advance- 
ment of Science, is quoted in the pub- 
lic press as follows: 


“In the future, citizens will more effec- 
tively farm the land and the seas, clothe 
themselves from coal and oil, and keep 
themselves warm by using a storage of the 
sun’s energy. 


“They also will be cured of any ailments 
by a variety of drugs and chemicals, be 
happy, healthy and kittenish at 100 years 
of age and perhaps attend interplanetary 
football matches in the Rose Bowl.” 


Is this hard to believe? The Earl of 
Birkenhead, looking ahead in 1930 to 
“The World in 2030,” predicted atomic 
power, vertically-moving aircraft, un- 
breakable plastics, abolition of epi- 
demic disease, physical rejuvenation 
(how will youths of 20 be able to com- 
pete in professions or in business 
against vigorous men still in their 
prime at 120, with a century of ex- 
perience to draw on?), eugenic mar- 
riages, synthetic foods, and many other 
similar developments. Under the great 
expansion of scientific research (with 
industry in 1954 spending at the rate 
of five times its 1930 research pro- 
grams), a surprising number of his 
predictions have already come true and 
the others are not doubted. 


In a startling little book recently 
published, “The Road to Abundance,” 
two chemical scientists predict that the 
day could come within this century 
when agriculture of any kind will be 
unnecessary and mining will be obso- 
lete, all by synthetic chemistry. The 
eight-hour day will be supplanted by an 
eight-hour week or an_ eight-hour 
month. 

Many other well-founded predictions 
could be quoted. The science-fiction 
stories of space ships and of Sunday 
afternoon picnics on the moon are no 
longer exciting reading in a day when 


1The part which accounting has played in economic progress in the United States can 
be proved by the startling admissions in reports of European business teams which visited 
here in recent years to study management accountancy methods. They found no differences 
of consequence in accounting theory or principles, but tremendous differences in practical 
application of accounting results. Cost accounting here was less to find out what costs were 
than what they ought to be. Budgeting in this country provided close business planning and 
control, whereas the attitude elsewhere was “let’s get by.” Most of all, interpretive account- 
ing at the management level or controllership was strictly an American development. In 
reporting these findings one member of the team conceded that he was shocked to find, as 
a parallel development, that productivity in Britain since 1920 had increased at a rate less 
than half that of the U. S. and was steadily losing more ground. 
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our own government speaks of build- 
ing satellites to circle the earth at a 
fixed altitude. Who would venture to 
name the limits of scientific surprises 
to follow the harnessing of the atom 
to produce electric power, or the crea- 
tion of electronic computers that do a 
year’s equations in a minute? Can we 
doubt the scientists today who predict 
that within a decade or two man will 
learn how to counteract the force of 
gravity, so that airplanes with engine 
trouble will stand still in mid-air while 
they are being repaired? 

I could now stop here, and you could 
supply the rest of this subject. You 
can feel the vast opportunities ahead 
for this partnership of science and ac- 
counting—this twentieth century revo- 
lution. If justice is to be done to our 
picture of the future of accounting, we 
must use a degree of imagination com- 
mensurate with the scale of the setting. 


The Challenge Ahead 


I would like to talk briefly now about 
the future in these three terms: 


(1) Accounting as a technique 
(2) Accounting as a profession 
(3) Accounting as a social force 


Here let me make some predictions. 
The broad characteristics of account- 
ing technique will not likely suffer 
from any major upheavals. The ap- 
plications of accounting will require no 
less skill because of the invention of 
any “mechanical brain.” The prob- 
lems of recording, of applying prin- 
ciple and judgment, and of summariz- 
ing and reporting will remain even in 
days of planetary transportation and 
interstellar communication. 

Within the general area of tech- 
niques, it is apparent that accounting at 
the present stage needs and will soon 
find these things : 

(i) A comprehensive code of ac- 
counting principles promulgated 
by professional accountants and 
kept current by intensive re- 
search. 
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(2) Further refinement in stand- 
-ards of disclosure and report- 
ing, aimed at producing repre- 
sentations that are unequivocally 
trustworthy. 

(3) The attainment of more uni- 
formity in terminology, forms 
and methods of presentation ot 
financial data, to increase un- 
derstanding. 


Within this broad framework, it is to 
be expected also that underlying prac- 
tices will continue to be refined. Cost 
accounting needs its own subordinate 
body of formally expressed concepts 
and principles ; once these are authori- 
tatively expressed, the refinements in 
application will be extended. The de- 
tailed procedures which have enforced 
the continued search for economies of 
a fraction of a cent will become gen- 
eral and more uniform throughout the 
industry. As a corollary, distribution 
costs will be given the same searching 
consideration as manufacturing costs. 

Some things are certain: Financial 
planning and budgeting will become 
standard practice for every business of 
any size. Internal auditing will expand 
greatly as a control over procedures 
and practices and a method of enforc- 
ing policy. The findings and dictates 
of controllership wiil take greater im- 
portance, and suitably implemented, 
will generally decide the policies 
of so-called “operating” departments. 
And management, more and more, will 
manage through accounting. 

Without question, the process of re- 
cording transactions will continue to 
benefit by greater mechanization and 
simplification. Time and motion studies 
of paper work and the introduction of 
labor-saving devices will be as impor- 
tant in the office as in the plant. There 
will be many developments in electronic 
accounting—and soon. 

Undoubtedly income concepts will 
become more stabilized than they have 
been, and the great debates of today 
about all-inclusive income statements 
or about price level changes will be 
resolved in terms of greatest useful- 
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ness. When they are, today’s argu- 
ments will seem rather silly! 


Now, Accounting as a Profession 


We are one of the youngest and 
fastest growing professions, but we 
are no longer small. It is certain that 
our growth of 20,000% since 1900, 
while doctors increased only 46% and 
lawyers 65%, will not suddenly stop. 
There is too much for us to do, and 
our first job is to raise all our sights. 
We have not caught up with the pres- 
ent needs of the economy—and cer- 
tainly not with our opportunities. The 
profession is far from saturated—and 
by the end of the century there may 
well be 250,000 CPA’s in this country. 

Our growth will be numerical, geo- 
graphical and technological, to meet 
these opportunities. 

As this growth occurs, it will spread 
into smaller and smaller communities, 
where the pursuit of income and the 
exactions of taxes are no less factors 
in existence than they are in large 
cities. 

The profession’s greatest possibilities 
for service will be found in the de- 
velopment of. constructive practice. 
This means service far beyond the 
routines of auditing or tax return 
preparation. Small business and me- 
dium-sized business need help and 
guidance in many problems of man- 
agement and finance. The science of 
accounting engineering is certain to be 
expanded. Within it will be all the 
services of office systematizing, finan- 
cial interpreting, budgeting, cost con- 
trol and assistance in management de- 
cisions. Another name for it might 
be professional controllership, a service 
to hundreds of thousands of businesses 
which cannot afford full-time con- 
trollers and other specialists. It is 
reasonable to expect that in the course 
of time the accounting profession, by 
the development of its own specialists, 
will reclaim much of the work in the 
field of management engineering that 
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in the past it allowed to go by default 
to others not having the advantages of 
the thorough background of each 
client’s problems that professional ac- 
countants have. 

These possibilities of enhanced ser- 
vice will require higher standards of 
training for the profession. In time 
there will be specialized curricula in 
the colleges for public accounting, as 
distinguished from industrial account- 
ing. Uniform standards of education 
for public accounting will be estab- 
lished country-wide, as a prerequisite 
to practice. A career in public account- 
ing will be recognized generally as one 
of the most desirable of vocations. 
Methods of screening out unlikely can- 
didates for the profession will be 
adopted by the colleges as is now the’ 
case with medical students. Uniform 
experience requirements will exist in 
all the states and ultimately a single 
standard of professional accountancy 
qualifications will survive as the uncer- 
tified public accountants cease to exist 
as a class and the competent members 
of the profession are drawn into the 
ranks of certified public accountants. 

As the science of financial account- 
ing continues to grow in importance, 
as its techniques become more firmly 
established and recognized, and as the 
number of accountants grows, so also 
will the influence of the accounting 
profession on the government increase. 
God knows, it needs to! Accountants, 
individually and through their profes- 
sion organizations, will play a greater 
part in furnishing legislative guidance, 
in planning state and local budgets, in 
administering the finances of govern- 
ment and in participating in govern- 
ment itself. As a result the stature of 
the accountant will grow immensely.” 

The time should not be far ahead 
when accountants will occupy all the 
positions connected with finance, audit- 
ing and controls in state and Federal 
governments. This should have hap- 
pened long ago. The idea of a sover- 
eign state having an insurance sales- 


2It was not many years ago, when a general order of the United States Supreme Court 
grouped accountants with appraisers and auctioneers in professional standing. 
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man for state auditor or an architect 
for state treasurer, a city with a 
physician for controller, as has oc- 
curred in the past, places a bit too 
much emphasis on vote-getting ability 
and not enough on qualifications for 
public service. 

A notable trend of similar propor- 
tions will take place in industry. It has 
been said that in the last fifty years 
the accountant in industry has moved 
from the back room over the furnace 
to the front office, next to the presi- 
dent. More than that, accounting is 
now being recognized as the best type 
of training for top positions in finance 
and administration. More and more 
men will go to the top in industry 
through the accounting route because 
their ability to analyze reports, trends, 
ratios and other significant factors is 
just what is needed in making adminis- 
trative decisions. The same will be 
true in banks and other credit institu- 
tions, life insurance companies and in- 
vestment companies. 

Of course, new questions of ac- 
counting detail will continually arise, 
in keeping with scientific and industrial 
progress. The 1999 annual meeting of 
the American Institute of Accountants 
may well contain dissertations on the 
subjects of depreciation rates on space 
ships and joint costs in removing 
metals from sea water. 


Accounting as a Social Force 


And now to raise our sights again— 
to the greatest challenge of all! In 
1939, the Committee on Accounting 
Procedure of the American Institute 
of Accountants made the first formal 
declaration of accounting as a utilitar- 
ian art with a social responsibility, in 
these terms: 

“The committee regards corporation ac- 
counting as one phase of the working of 
the corporate organization of business, 
which in turn it views as a machinery 
created by the people in the belief that, 
broadly speaking, it will serve a useful 
social purpose. The test of the corporate 
system and of the special phase of it rep- 
resented by corporation accounting ulti- 
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mately lies in the results which are pro- 

duced. These results must be judged from 

the standpoint of society as a whole—not 
from that of any one group of interested 
parties.” 

Having grown as a child of the 
industrial revolution, the art of ac- 
counting shares in its responsibility to 
society. The form of that long-range 
responsibility is just taking shape. The 
problem is posed by the two character- 
istics that represent the principal weak- 
nesses in the American economic 
system: 


(1) The “economic illiteracy” of the 
great masses of the public. 


(2) The repetitive cycles of boom 
and depression. 


By “economic illiteracy” is meant the 
general public’s lack of knowledge of 
the workings of free enterprise, espe- 
cially in the manner of creation and 
distribution of its benefits. Even the 
great superiority of the system is in- 
adequately recognized by most of those 
who profit from it. The danger in this 
circumstance is that this ignorance, 
coupled with the psychological risks in 
boom-and-bust cycles, may jeopardize 
the whole future of the democratic, 
competitive, incentive process. For it 
is the beneficiaries of the system who 
make up the electorate which, in a 
single emotional wave of temporary 
dissatisfaction, could vote it out of 
existence for all time, or equally un- 
fortunate, by failing to comprehend 
its fundamental soundness, could tear 
it down step by step by unreasoning 
class differences. 


Boiled down to a minimum, the con- 
cepts that need to be recognized and 
then conceded by the workers to avoid 
disaster to the economy are these: 


(1) That labor, capital, and manage- 
ment each make essential con- 
tributions; and that each is en- 
entitled to a reasonable share of 
the productive output. 


That only by increased produc- 
tivity is it possible to increase 
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the shares to each of the three 
groups of participants. 


These are the necessary foundations 
of a successful labor-capital-manage- 
ment partnership. 

The feeling is rapidly growing that 
industrial peace and increased produc- 
tivity cannot be gained solely by legis- 
lation. The difficulty with legislation 
which attempts to balance power is that 
it concedes the existence of class war- 
fare as a prevailing condition. It is 
doubtful whether any amount of legis- 
lation can eliminate industrial conflict 
until it is supported by a full under- 
standing by the participants and by 
the public that, in our economic struc- 
ture, the interests of labor, manage- 
nient and capital are not opposed but 
are parallel. Antagonism has existed 
because labor has come to believe that 
it must rival capital for shares in the 
“production pie.” What needs to be 
realized is that much greater pieces can 
result from working amicably together 
to make a larger pie. 


Potential Solutions 


I believe that the solutions to these 
difficulties depend to a great extent 
upon the art of accounting, and in the 
development of these solutions lies the 
potential importance of accounting as 
a social force. In essence, it envisions: 


(1) Accounting as a measurement— 
thereby as an aid in increased 
productivity and better manage- 
ment. 

(2) Accounting as a means of com- 

munication—to convey the facts 

of business and the economy. 

(3) Accounting as a social instru- 

ment—to provide the tools for 

planning and controlling the dis- 
tribution of the fruits of pro- 
duction. 


We have, as I have said, come a long 
way in developing accounting as a 
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management tool, and through im- 
proved techniques it will become more 
and more valuable as such. 


As a means of communication, it 
needs much more attention. Perhaps 
in time we will produce an effective 
form of social accounting statement 
which subordinates the usual concept 
of profit and emphasizes instead 
the amounts distributed among the 
labor-capital-management-government 
groups. If this can be done, such 
statements will reflect the spirit of 
economic partnership and will have a 
profound effect on public comprehen- 
sion of “who gets what?” 


Do we have the vision and courage, 
next, to see still one more step beyond 
this? Can we, accountants, visualize 
the possibility of using our skills some 
day in helping to preplan, on a grand 
scale, the balance of the economic 
equation—the division of the fruits of 
production ? 

The fundamental problem in achiev- 
ing maximum production and equitable 
distribution of the product, with gen- 
eral satisfaction to all, will not be 
easily solved. Economic incentives 
must be provided by balanced evalua- 
tions of effort, initiative and _ risk. 
There is a need here for the develop- 
ment of what might be called negoti- 
ated social budgeting. 

It would be difficult at this time even 
to presume to offer a formula for the 
division of the product of industry. 
The relative evaluations of the contri- 
butions made by the various economic 
groups will not be easy. Yet it is not 
unreasonable to suppose that some day, 
certainly in this century, it will be done 
in advance by formula on a wide scale. 
If successful it would substitute reason 
and compromise, founded on account- 
ing data, for the frequently irrational 
and emotional economic conflicts of the 
last fifty years. Who but accountants 
can take the lead in this? 

For all of this, we need one-main 
thing, to keep our collective function 
in perspective as we go about our daily 
chores—dull and dreary as they some- 
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times are. We can do this best if we 
first build ourselves a parallel about 
one or two of the other professions: 
What is a doctor? Is a doctor a man 
who administers pills or cuts out in- 
fections?—or is he a member of a 
learned profession that is continuously 
seeking to extend the health and life 
of man? What is an engineer? Is an 
engineer a man‘who builds bridges or 
designs telephones ?—or is he a mem- 
ber of a profession that is aiming to 
advance the physical convenience, 
safety and efficiency of man? 

Now the analogy should be clear. 
What is an accountant? Is an account- 
ant one who records debits and credits 
and prepares financial statements ?—or 
is he a member of a learned profession 
that seeks to develop and convey the 
facts necessary to understanding of our 
economic system and the division of 
its rewards among the various groups 
that make up our society? 

This, above all, is the reason why 
we need always to keep our perspec- 
tive beyond the day-to-day business of 
turning out reports and making a 
living. In all we do as a CPA, we 
have the responsibility to all other 
CPA’s to preserve and advance the 
profession’s stature and prestige. And 
we owe it to ourselves and to all the 
others to take an active part in the 
collective work of the professional 
organizations that are doing the great 
jobs of research, public relations and 
professional development — to build 
that future. 


Conclusion 


We have come a long way, but we 
have barely started. What we can do 
can change the social order and the 
course of history—if we are equal to 
the task. And we may be the only 
group with the power to grasp the 
opportunity. For we deal with facts, 
not emotion; we speak the language of 
business in a world of business; and 
we—in accounting—provide the only 
known measures of economic relation- 
ships. 
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The significance of further increases 
in living standards has now become 
secondary in terms of history to the 
problem of achieving a balanced ac- 
ceptable distribution of the immense 
fruits of production. The new chal- 
lenge is that of achieving a peaceful 
balance in human society. Unless such 
a balance is found, all the advantages 
of the highly geared production system 
may be risked and lost. 

It would be useless to think of turn- 
ing back the calendar to days of 
simpler living. Man is not willing to 
surrender his comforts or his longer 
span of life. There will be no volun- 
tary surrender of the mechanical age 
for handmade subsistence living. The 
economics of production, consumption, 
exchange and distribution cannot be 
avoided. And an eight-hour week will 
not reduce one bit man’s interest in 
what he gets in return for his labor or 
his capital. 

In the final analysis, therefore, the 
great possibility of achieving under- 
standing in the next fifty years is 
through improved ways of dissemina- 
tion of the “economic facts of life.” 
Some help can come from an educa- 
tional system geared to the problem. 
The philosophical forces of religion 
and the humanities can create a recep- 
tive atmosphere. Economists and 
statesmen can plan and develop the 
policies and standards under which 
effort and accomplishment will be 
recognized. 

With all that, one basic ingredient 
will still remain to be supplied. There 
must be the mechanism of measure- 
ment—and it must be honest, consis- 
tent, thorough, respected and trusted. 
In today’s type of social system that 
measurement can be provided only by 
soundly developed concepts of social 
accounting, with the highest level of 
underlying techniques and ethics. In 
the fulfillment of this objective lies— 
for you, for me, and for those who 
follow — the unbounded, unlimited 
challenge, and the golden opportunity 
for service to mankind. 
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Auditing 
Human Relations 


Fladger Tannery writes on “Human 
Relationship and the Work of the In- 
ternal Auditor” in The Texas Certi- 
fied Public Accountant" Though the 
writer's observations relate to the 
work of the internal auditor, they are 
also applicable to the independent 
accountant. 

Sometimes, he points out, “there is 
the feeling that the auditor is unquali- 
fied to make the types of recommenda- 
tions that are in audit reports. Occa- 
sionally auditors are accused of jump- 
ing to conclusions and failing to get 
all the facts necessary to reach the 
proper decision. . . . The operating 
man may have the feeling that . . . the 
auditor lacks ‘business tolerance’ . . . is 
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a stickler for following the procedures 
and policies to the letter without due 
regard to variations in circumstances.” 
In substance, the operating man within 
a firm “sometimes feels that the audi- 
tor insists on all the i’s being dotted 
and the t’s being crossed even though 
. . . the intent of the regulation is 
followed without such dotting and 
crossing... .” 

The operating employees of a busi- 
ness also recognize that they are taking 
business risks and that the results will 
sometimes be unsatisfactory. There- 
fore, they do not ‘object to the audi- 
tor’s reporting the error” but they feel 
that the auditor's manner should be 
tolerant and that he “should not report 
it purely from the position he is af- 
forded by hindsight.” 

Mr. Tannery cautions that the audi- 
tor “should recognize that he is a 
source of inconvenience in each office 
in which he works, and he should do 
everything possible to make his work 
easy for the people in those offices.” 


Cutting Auditing Costs 


Louis H. Pilieé, CPA, of New Or- 
leans, addressed the 1954 Southern 
States Accountants’ Conference on the 
subject of saving money for clients by 
saving time and expense on independ- 
ent audits.” 

Have the bookkeepers fill out work- 
ing papers and internal control ques- 
tionnaires, suggests this practitioner ; 
by supplying these, to be completed by 
clients’ bookkeepers, the independent 
accountant “is often able to save his 
clients auditing time and expense.” 


1 Vol. XXVII, No. 9, September, 1954, pp. 1-7. 
2 The Journal of Accountancy, Vol. 98, No. 4, October, 1954, pp. 465-470. 
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In essence, it is suggested that the 
client’s staff be relied upon in greater 
measure for the completion of work 
papers, to be reviewed by the auditors. 
Lower fees would result from the ob- 
vious saving in audit time. 

The writer of this column is of the 
opinion that such matters, as the filling- 
in of internal control questionnaires*® 
were better left to the auditor himself. 
And he believes, too, that auditors will 
greet with little enthusiasm Mr. Pilié’s 
suggestion that a bookkeeper be “asked 
to make recommendations to the audit 
firm regarding the changes in. the 
client’s systems which he considered 
worthwhile, particularly those which 
might curtail audit time.” 

Such suggestions, this columnist 
feels, are more commonly—and more 
desirably—made by a bookkeeper to 
his employer rather than to the inde- 
pendent accountant. 

We recommended, perusal of Mr. 
Pilié’s stimulating paper. 


Punch Cards as Aids to 
the Auditor 


How can the independent public ac- 
countant make use of the punch card 
procedures employed by his client to 
speed the audit work? Gordon L. 
Hamrick, manager of the administra- 
tive services department of Arthur An- 
dersen and Company, Atlanta, Georgia, 
provides an answer.* 

He suggests that the independent ac- 
countant consult the company’s comp- 
troller or other accounting supervisor 
with a view to obtaining from him 
schedules and data to be used on the 
audit. Less time would be spent on the 
engagement and consequently the client 
would save money. 

Mr. Hamrick illustrates the material 
usable in auditing cash, receivables, 
inventories, plant records, vouchers 


3 Ibid., p. 467. 


4 “Punched Cards as an Aid to the Auditor,” 
and Management, Vol. 5, No. 8, September, 1954, pp 
5 Vol. 1, No. 3, September, 1954, pp. 94-95, 
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payable, sales, expenses, and payrolls. 
He also points out how the accountant 
may make better use of items which 
are the natural product of the client’s 
normal use of tabulating equipment, 
namely, schedules, trial balances, sales 
and purchase analyses, duplicate copies 
of reports or runs, and similar matter. 


Machine-Kept Records 


Paul V. Gardner, chartered account- 
ant and member of the Institute of 
Chartered Accountants in Australia 
and of the Transvaal Society of Ac- 
countants, writes on “Mechanisation 
and The Auditor” in The South Afri- 
can Accountant.® 

Professional accountants, he points 
out, should take steps to keep informed 
of the recent trends toward mechaniza- 
tion of accounting records: “It always 
has been an accepted principle in the 
profession that the training undergone 
by an accountant was designed to fit 
him with a knowledge of accounts, 
superior to that of the usual run of 
manual bookkeepers, which would en- 
able him readily to detect errors of 
omission and commission, as well as 
entries of a fraudulent nature”. 

Therefore, it is all the more neces- 
sary, Mr. Gardner notes, in view of 
the increasing emphasis placed upon 
mechanization of records, that account- 
ants become equally familiar with the 
mechanical processes of recording. 
Otherwise, they may not be as well- 
acquainted “with every aspect of the 
control features and safeguards em- 
bodied in most modern machines” as 
they should be. 

In sum, “it must be left to the pro- 
fessional conscience of each individual 
accountant to make his own openings 
for familiarising himself with the-types 
of machines used on his audits”. Only 
if this is done will professional ac- 


in Si of Machine Accounting Systems 
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countants have the necessary knowl- 
edge “not only to maintain a high 
standard of auditing” but also to serve 
their clients most acceptably in this 
very new field of mechanization. 


Statistical Techniques 

John Neter, Assistant Professor at 
Syracuse University, who has written 
much on the subject of statistical aid 
in auditing, addressed the annual meet- 
ing of the American Statistical Asso- 
ciation, in Washington, D. C. His 
paper, reproduced in The Accounting 
Review for October, 1954,® covers 
“Problems in [:xperimenting with the 
Application of Statistical Techniques 
in Auditing”. It is recommended to 
our readers as a guide in using statis- 
tical! techniques in auditing. 


Use Clients’ Budgets 

J. A. Russell, writing in “The Audi- 
tors’ Corner’, a column in CPA News 
Bulletin’ discusses the desirability of 
using clients’ budgets as a tool. Like 
management, the auditor can make use 
of the budget as a basis for control of 
operations. 

The merchandise plan in a depart- 
ment store or a specialty shop, he sug- 
gests, can be an invaluable aid. It “will 
show at a glance with no research at 
all on the part of the accountant, the 
departments with too heavy stocks, too 
slow turnover and other statistical 
analyses which bear heavily on the 
proper statement of the inventory”. 
Also, such plan will “indicate the posi- 
tion of the client with respect to out- 
standing purchase orders which may 
be material to the financial statement 
under certain market conditions”. 

In brief, clients’ budget figures ‘“‘can 
serve a useful purpose ... [in] some 
of the detailed phases of the audit, as 


6 Vol. XXIX, -No. 4, pp. 591-600. 
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well as serving as a measure of the 
overall reasonableness of the financial 
statement upon which the independent 
accountant is expressing an opinion.” 


Department Stores 

“Audit of Sales and Outgoing 
Goods” was the title of a lecture de- 
livered before the London Chapter of 
the Institute of Internal Auditors last 
September by F. G. Hobson, char- 
tered accountant, and Assistant Sec- 
retary of Harrods, Ltd. of Great 
Britain.® 

Mr. Hobson discussed audit proce- 
dures for sales; shipments of goods on 
approval ; the temporary sending out of 
merchandise from stock, for example, 
merchandise sent to manufacturers for 
repair or manufacture into garments ; 
customers’ merchandise returned to 
them; merchandise returned to sup- 
pliers; and merchandise taken out of 
stock for display. This brief (three 
and one-half pdge) article will inter- 
est our readers since it provides op- 
portunity for comparison of Ameri- 
can and British department store 
auditing methods. 


Schools 

The Michigan C.P.A.® presents a 
program for the audit of “Child Ac- 
counting Records of Michigan School 
Districts”. The points cited will in- 
terest rhembers of our Society engaged 
on school audits. 


Hospitals 

John J. Brennan, Jr., Associate Pro- 
fessor of Business Administration, 
and Chairman of the Industrial Man- 
agement Department at Boston Col- 
lege, writes on the business know-how 
which hospitals need’. His paper 
should help you in audits of hospital 
or institutional clients. 


7 Publication of the Maryland Association of CPAs, Vol. 5, No. 1, September, 1954, p. 4. 


8 See The Accountant, Vol. CXXXI, No. 4163, October 2, 1954, pp. 347-351. 


Vol. VI, No. 1, July-August, 1954, pp. 5 


10 “Hospitals Need Business Know-How,” in Harvard Business Review, Vol. 32, No. 5, 


September-October, 1954, pp. 92-100. 
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Professor Brennan discusses group 
purchasing and provides a_ tabular 
schedule reflecting the prices paid re- 
cently by ten hospitals for fourteen 
comparable items of comparable qual- 
ity. The range of prices is extremely 
interesting. 

Quality and quantity control are also 
considered, as is planned purchasing. 
The following advice to hospital buy- 
ers will suggest points to be covered 
in our hospital and institution audit 
programs: 

“1. Play a vital role in the coordi- 

nation of all hospital purchases. 
2. lamiliarize [yourself] ... with 
the specifications of items pur- 
chased, in order to be able to 
suggest substitute products 
where appropriate. 
Strive to control the use rate 
of items. 
Strive to purchase supplies at 
the lowest price consistent with 
quality and service. 
Coordinate inventory control 
and procurement. 
Interview salesmen in order to 
keep abreast of product avail- 
ability and market prices. 
Make frequent analyses of mar- 
ket prices and market condi- 
tions. 

. Strive constantly to standardize 
the supplies used, insofar as 
this is possible. 

Strive to educate the hospital 
management on the importance 
of purchasing as an administra- 
tive function. 

Make a thorough, unbiased in- 


vestigation of appropriate cen- 


tral purchasing agencies. 
Make a constant check on the 
value of an agency to the in- 
stitution if agency membership 
is acquired. 

12. Evaluate the efficiency of the 
purchasing performance of the 


11 [bid., 
12 Vol. No. 3, pp. 101-108. 


hospital in terms of the cost 
of specific supplies, changes in 
quantities used, etc.” 


Transportation Costs 


Audit procedures in connection with 
transportation costs are discussed in 
detail in the September, 1954, issue of 
The Internal Auditor.* Designated 
“Traffic rauds,” the article considers 
the types of fraud possible of perpe- 
tration by a traffic department and 
“what ... the auditor [should] include 
in his procedures to minimize these 
possibilities... ”. 

Data supplied by a public account- 
ant, a food processor, and an equip- 
ment manufacturer constitute the basis 
for the usable outline of audit pro- 
cedures presented. 


From All Over the World 


The Auditors-General of British 
Commonwealth countries all over the 
world met recently in London. This is 
the second conference of its kind, the 
first having been held in 1951.18 

Present were auditors from the 
United Kingdom, Canada, South Af- 
rica, India, Pakistan, Ceylon, The Fed- — 
eration of Rhodesia and Nyasaland; 
also, observers from the London audit 
offices of Australia and New Zealand. 

Since each of the Auditors-General 
is “an independent statutory authority 
in its own country” observes The Ac- 
countant, “there can, of course, be no 
question of applying uniformity or 
adopting agreed practices.” But since 
“problems of a similar nature arise in 
all audits of public accounts,” the les- 
sons learned from practices in one 
country should be valuable in others. 

Although no official recommenda- 
tions are to be made and no report 
published, a “private record” of the 
conference is to be distributed. 


18 “Conference of Commonwealth Auditors-General,” i in The Accountant, Vol. CXXXI, 


No. 4162, September 25, 1954, p. 321. 
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Aids to Clients 


Signing Clients’ Checks 


In a recent issue of The New York 
Certified Public Accountant** Max 
Block, CPA, of our Society, conduc- 
tor of the column “Office and Staff 
Management,” discusses the signing of 
checks on behalf of clients. A British 
note sheds further light on the prac- 
tice. 

Responding to a letter from a cor- 
respondent on the subject of the audi- 
tor’s power to sign a client company’s 
checks, the editor of The Accountant 
writes: “It seems to us that if the 
company gives a valid authority to the 
auditor to sign checks this would auto- 
matically create a status of officer or 
servant thereby rendering the auditor 
ineligible for appointment at the next 
annual general meeting. Moreover, 
shareholders look to the auditor to 
discover irregularities and defalcations 
which arise from an improper opera- 
tion of the company’s banking ac- 
count. If he himself assists in its 
operation, the question arises: quis 
custodiet ipsos custodes? [Who shall 
guard the guards themselves ?]” 


Cremate or Paste? 


Do your clients use the cremation 
method or the paste method for dis- 
posing of cancelled bonds and bond 
coupons? In a paper titled, “Account- 
ing for Cancelled Bond and Cou- 
pons,’!® Alice Mosier, City Treasurer 
of Phoenix, Arizona, discusses the 
merits of each method. 

The question is important because 
of the ever-increasing volume of bonds 
issued by business corporations as well 
as municipalities. 

These are among the matters con- 
sidered: streamlining accounting and 


14 Vol. XXIV, No. 9, September, 1954, p. 


internal control procedures; pre-audit 
requirements; post-audit require- 
ments; legal requirements; other safe- 
guards. 

The City of Phoenix, which for- 
merly used the pasting method in ac- 
counting for cancelled bonds and 
coupons, has found that “the volume 
has now increased to where this method 
is too time consuming, too space con- 
suming, and too expensive.” Under 
the cremation procedure, which has re- 
placed the pasting method, the city’s 
fiscal agent cancels and cremates the 
bonds and coupons after paying them. 
Periodically, reports are given to the 
city listing the items settled. An of- 
ficial cremation certificate is also pro- 
vided. 


Vending Machines 


Have you discussed with any of 
your clients the possibility of introduc- 
ing vending machines? The gross in- 
come of the vending machine industry 
is approximately $1,500,000,000 a 
year? Despite this, it appears that 
operators [of vending machines | 
have more than three employees.” 

A recent announcement by a New 
York City commercial factoring con- 
cern indicates the availability of more 
favorable terms for the purchasing of 
vending machines. It appears that new 
vending machines cost “from $50.— 
for candy bar dispensers—to $1,500 
for hot coffee equipment” ; that a com- 
pany must have a route in which there 
is a $10,000 investment if the ma- 
chines are to “pay off.” 


Is Your Bank Client’s Capital 
Big Enough? 


A new study has been published in 
the hope that it “will dispel some of 
the confusion in the banking world 


. 589. 


15 See The Accountant, Vol. CXXXI, No. 4157, August 21, 1954, p. 199. 

16 Municipal Finance, Vol. XXVII, No. 1, August, 1954, pp. 40-43 (Official magazine 
of the Municipal Finance Officers Association of the United States and Canada). 

17 The New York Times, October 19, 1954. 
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over what constitutes sufficient capital 
funds.”!8 Prepared by the research 
council of the American Bankers As- 
sociation, and just published, the study 
will be distributed to all A.B.A. mem- 
ber banks, 

The work represents a statement of 
principles designed to help banks in 
analyzing their capital positions. In 
recent years, it has been noted, “the 
growth of deposits, the change in the 
composition of assets, the state of bank 
carnings and fluctuations in the market 
value of bank investments,” have 
evoked great interest in the analysis of 
banks’ capital positions. 

To aid individual banks in self- 
analysis a check list is included. 


Internal Accounting: Supervision 
Handbook 


Franklyn Lambert, Comptroller, 
Housing Authority, Columbus, Geor- 
gia, considers the development of a 
handbook for accounting supervision 
in a recent issue of Cost and Manage- 
ment.!® He shows how to prepare such 
a book, and describes in considerable 
detail a number of sections of a typical 
volume. Details are provided concern- 
ing the procedures to be followed by 
fiscal and accounting employees of a 
housing project. A five-item reading 
list on office and accounting manuals 
is also presented. 


Straight Salary or Commission? 


What is the current practice in the 
payment of salesmen’s commissions? 
A survey made by Harold E. Gannon, 
Assistant to the Treasurer of Soren- 
sen & Co., Inc., of Stamford, Con- 
necticut, among 800 suppliers and cus- 
tomers of a medium-sized electronics 
company revealed that 58% of the 


companies reporting (the latter to- 
talled 27.5% of those circularized) 
employed no salesmen on a commis- 
sion basis.2° Of this group of no- 
commission-payers, 29% employed no 
salesmen at all; the remaining firms 
paid a straight salary. From this Mr. 
Gannon concludes that “more consid- 
eration is given to the broad relation- 
ship between buyer and seller and 
more emphasis placed on service and 
less on mere order getting.” 

How can accountants help clients 
decide what compensation basis to use ? 
The accountants can “|measure] .. . 
the predictable effect of existing and 
proposed plans under varying condi- 
tions ... [;] must set up and main- 
tain... tools for measuring sales per- 
formance in considerable detail and 
prove to the sales manager that records 
are concrete, useful tools, not guess 
sheets and post mortems.” 


Pension Plans Geared to 
the Cost of Living 


Do your clients’ pension plans pro- 
vide shock-absorbers for inflation? 
Geoffrey N. Calvert, a consulting ac- 
tuary, writes on the “Cost-of-Living 
Pension Plan” in the Harvard Busi- 
ness Review.?! 

“The challenge,” he points out, “is 
to design a plan which will take care 
of the needs of pensioners without in- 
volving (a) undue financial hazards to 
the company... , or (b) the accrual 
of unexpected unfunded liabilities due 
to continual readjustments of a plant 

. . destined to become periodically 
obsolete.” 

Mr. Calvert presents a new plan. 
based on the investment of funds in 
equities ; revisions in the customary 
retirement age and period of com- 
mencement of benefits; and provisions 


18 “New Study Explains Bank Capital Funds,” in The New York Times, October 12, 


19 Vol. XXVIII, No. 8, September, 1954, pp. 316-325 (Official Journal of The Society 
of Industrial and Cost Accountants of Canada). 
20 “Accounting For Sales,” in Cost and Management, Vol. XXVIII, No. 7, July-August, 


1954, pp. 260-266, at p. 263. 


21 Vol. 32, No. 5, September-October, 1954, pp. 101-109. . 
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for revision of the cost of living ad- 
justments in pension units both before 
and after retirement. 


Inventories 


Inventory-taking is the subject of a 
series of three papers in a recent issue 
of the N.A.C.A. Bulletin.* The first 
paper, “A Refresher on Physical In- 
ventory-Taking,” was written by Gene 
IH. Kline, General Accountant, Carton 
and Container Division, General Foods 
Corporation, Battle Creek, Michigan.”* 

“Most of the headaches of inventory 
work could be eliminated”, he states, 
if time were not a major factor. Dis- 
crepancies, this writer notes, could all 
be investigated and corrected if a plant 
were shut down for a number of days 
so that inventory could be taken and 
then rechecked. However, where a 
relatively short time—perhaps only one 
day of the regular work week—is 
available, one must employ “a system 
which will stand up yet can be carried 
out in a single day.” 

Mr. Kline points out the pitfalls in 
deciding what and how to count. He 
considers the foreman’s part in the job, 
discusses first and second count pre- 
cautions, and offers suggestions to im- 
prove inventory-taking. 

The second paper, “A Cycle Inven- 
tory Taken on Punched Cards,” was 
written by G. V. Rutzen, Supervisor, 
Stock Ledger Section, West Allis 
Works, of Allis-Chalmess Manufactur- 
ing Co., West Allis, Wisconsin.*4 The 
works accounting department of his 
company, after consultation with the 
production and control department, has 
worked up a system of inventorying all 
purchased, supply, and manufactured 
stock items physically once each year. 
But the accounting and reconciling 1s 
done on a cycle basis. There is no loss 


22 Vol. XXXVI, No. 2, Section 1, October, 1954. 


23 [bid., pp. 271-275. 
24 Tbid., pp. 276-281. 
25 Jbid., pp. 281-286. 
26 June, 1953, 15 pages. 
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27 Vol. 32, No. 5, September-October, 1954, pp. 54-62. 


of production time. Punched card 
equipment is used. Mr. Rutzen’s paper 
is well illustrated. 

The final paper, by Robert H. 
Gernes, Assistant Works Auditor, John 
Deere Des Moines (Iowa) Works, 
deals with’'“A Year End Inventory 
Processed on Punched Cards.”*° He 
considers annual physical inventory- 
taking in a manufacturing -plant which 
uses tabulating equipment for sum- 
marizing. Mark-sensing of quantities 
is employed. This brief paper (five 
and one-half pages) is recommended 
for those using or considering the use 
of punched-cards in inventory-taking. 


Natural Business Year 


The American Institute of Account- 
ants has issued a pamphlet called “The 
Natural Business Year. Its Advan- 
tages to Business Management.””6 In it 
are discussed the nature of the natural 
business year; its advantages; how to 
determine the natural business year ; 
how to adopt one; taxes and the natu- 
ral business year. 

The publication ends with a two- 
page summary of suggested fiscal year 
closing dates, based upon studies made 
by Dun & Bradstreet, Inc., and a chart 
to aid in determining a company’s natu- 
ral business year. 

Copies of the pamphlet are obtain- 
able free from the office of the Insti- 
tute in New York. 


Records-Management 


Robert A. Shiff and Arthur Barcan, 
specialists in “The New Science of 
Records Management,” write on this 
subject in the Harvard Business Re- 
view.** They discuss the improvement 
of paperwork operations and point out 
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how economies can result through ap- 
propriate records “birth control”, rec- 
ord-keeping controls, and record-proc- 
essing controls.”8 

The writers also offer a number of 
exhibits reporting the gains obtainable 
from scientific record management, and 
present tabulations showing the pro- 
portion of records which, in particular 
companies, under designated circum- 
stances, have been destroyed, trans- 
ferred or improved. 


Insurance: What Types? 
How Much? 


General 


On several occasions we have dis- 
cussed the accountant’s responsibility 
in connection with his client’s insur- 
ance coverage. We recommend, as an 
aid in this area, the excellent guide 
to insurance coverage presented by 
W. E. Jeffrey, Assistant Vice Presi- 
dent, Marsh & McLennan, Inc., of 
New York, under the title “New 
Checklist to Guide Management to 
Insurance Coverage,” in Credit and 
Financial Management for October, 
1954.29 He offers a chart made up of 
subdivisions concerning the risks to be 
covered for Cash; Accounts and Notes 
Receivable; Inventory; Machines and 
Fixtures; Securities and Investments ; 
Real Estate; Automobiles; Trucks, 
Teams, Etc.; Claims for Personal In- 
juries; Profits and Earnings Subject 
to Certain Causes of Loss. Under each 
of the divisions appear tabulations of 
the possible causes of loss which may 
occur on the premises, to items in 
office safes, in transit, in banks, and 
elsewhere. 


Establishing Reproduction Cost; 
Problems in Fire Coverage 


Two papers in the September, 1954, 
issue of the N.A.C.A. Bulletin®® merit 


28 Tbid., p. 55. 
22 Vol. 56, No. 10, pp. 22-23. 
80 Vol. XXXVI, No. 1, Section 1, pp. 11-19, and 57-61. 
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attention by accountants seeking ways 
to aid their clients in appraising in- 
surance requirements. 

Ralph L. Berry, Publicity Director 
of the American Appraisal Company, 
Milwaukee, Wisconsin, writing on 
“What Is Needed to Establish Repro- 
duction Cost New?” and Oliver T. 
Case, Assistant Treasurer of Mack 
Printing Company, Easton, Pennsyl- 
vania, on “Solution of a Problem in 
Placing Fire Coverage,” offer useful 
data. 

Mr. Berry comments on a paper in 
an earlier issue of the Bulletin, in 
which “original or book cost and pub- 
lished price trends” were suggested as 
bases for obtaining reproduction cost 
of physical property. His position is 
that the inventory method of appraisal 
is better. 

Referring to the usability of the 
cubic foot and square foot estimate 
methods, he comments: “I have never 
heard of any contractor who would 
use this method for purposes of sub- 
mitting a bid on any substantial pro- 
ject.” Further, he asks: “How reliable 
is original cost?” and “How reliable 
are price trends?” __ 

He also points out the need for 
eliminating, in the preparation of valu- 
ation reports for insurance, “the unin- 
sured portions of the property.” These 
should be “clearly defined and segre- 
gated from the insured portion.” 

In summary, the appraiser suggests 
a detailed property inventory “priced 
and depreciated in detail”; once such 
“basic record” is available, “it is a 
relatively simple and inexpensive mat- 
ter to carry it forward from year to 
year.” 

Mr. Case discusses problems in plac- 
ing fire insurance coverage. On occa- 
sion, even though a company is aided 
by insurance brokers and agents,’ in- 
ternal accountants’ opinions are sought 
concerning the types, and particularly 
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the amounts, of coverage to be applied 
for. In deciding between two insurance 
proposals made to a printing company, 
the company’s internal accountants 
were called upon to “weigh the ad- 
vantages and disadvantages” of each 
of the insurance proposals. Manage- 
ment sought “sound recommendations” 
concerning the coverage. 

The following nine points were in- 
volved: 1. Record and reliability of 
each carrier; 2. Amount of coverage 
needed for fire insurance; for use and 
occupancy insurance ; 3. Actual cost of 
insurance for each insurance company ; 
4. Should independent appraisals be 
discontinued and should they be taken 
care of without cost by whichever 
company was given the business?; 5. 
Adequacy of inspection services of the 
companies ; 6. Should each company be 
given a portion of the coverage?; 7. 
Adequacy of protective water supply? 
Need for changes?; 8. Need for 
changes in watchman’s service system 
to reduce costs; 9. Should the fire and 
related insurance coverage be given to 
the new, competing company? The 
choice was between stock and mutual 
company coverage. 

Mr. Case’s paper ends with a nine- 
line summary reflecting the decision.*! 


Cash Budgets for Builders 

of Small Homes 

Sylvanus G. Felix and J. Crawford 
Butts, CPAs, of Oklahoma City, 
Oklahoma, write on this subject in the 
September, 1954, issue of The Certi- 
fied Public Accountant.*? They outline 
the “simple, effective budget” which 
the builder may prepare himself, “with 
perhaps some assistance from _ his 
Certified Public Accountant.” 

The paper, “A Cash Budget for 
Small Home Builders,” includes three 
exhibits: a budget for a 25-house pro- 
ject; a monthly budget for the same 
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project; and a summary of cash re- 
ceipts and expenditures for the project. 

“Iefficient, profit-making business,” 
as distinguished from “merely floating 
with the day-to-day movement of the 
economic tide,” may well result, these 
writers feel, from a builder’s use of 
this basic management tool. 


“If Not the Accountant 
Who Else . . .2” 


An ever-interesting question is how 
to expand our services to clients so that 
they may be aided even beyond our 
audit. This is the subject of “Aid to 
Management Beyond the Audit”, a 
paper by G. D. Brighton, instructor 
at the University of Illinois, in the 
Fall, 1954, issue of The Accounting 
Review.” 

“Tf not the accountant who else 
will provide the services management 
needs?” asks Mr. Brighton. He points 
out many reasons—none of which we 
would dispute—concerning why the ac- 
countant might well be selected to pro- 
vide the supplementary aid. 


Costs 


Outmoded Methods 


W. R. Wright, management engi- 
neering consultant, and partner in 
Stevenson, Jordan and Harrison, Inc., 
of New York, points out that cost ac- 
counting systems, like models of auto- 
mobiles, may become obsolete.34 In 
cost accounting, for example, these are 
the stages through which costing sys- 
tems have gone: 

Actual Costs—1910 

Standard Costs—1920 

Standard Costs with Flexible 
Budgets—1930 


Standard Costs with Profit 


Divided by Volume Analysis— 
1940 
Basic Costs—1950 


32 Bulletin of the Oklahoma Society of CPAs, Vol. 10, No. 3, pp. 1-3. 


33 Vol. XXIX, No. 4, October, 1954, pp. 584-590. 


34“Wright, W. R., “Better Management Controls Through Direct Costing,” in The 


Comptroller, Vol. XXII, No. 8, August, 1954, pp. 355-357, 392. 
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Basic Costs are defined as an inte- 
gration of direct costing with standard 
costs, flexible budgets, and the profit 
divided by volume analytic technique. 

Using diagrams and charts, Mr. 
Wright points out how deceptive con- 
ventional “whole cost” procedures may 
be. “Business leaders all over the 
country,” he observes, “are being con- 
verted to Basic Costs at a rapid rate.” 
He notes further that these converts 
are no longer interested in concentra- 
tion on “post-mortems”; on the con- 
trary, they look forward, planning for 
profit. In brief, “Basic Cost Account- 
ing is the ‘latest model’ for modern 
scientific management.” 

Mr. Wright’s illustration includes 
a tabular comparison showing how the 
employment of the basic cost tech- 
nique will aid in the selection of the 
appropriate course of action in a case 
involving variable and constant costs. 


Mines 


“A Cost System For A Zine Mine” 
is the title of an article by Lindsay C. 
Smith, accountant, of Arnold, Keller 
& Smith, Birmingham, Alabama, in 
the N.A.C.A. Bulletin. 

Though this case study relates to 
a standard cost installation for an 
underground zinc mine, its author 
points out that the principles on which 
it is built are applicable equally effec- 
tively to other underground mining 
operations. Accordingly, this brief 
paper (11 pages) is recommended to 
our readers. 

After describing the nature of the 
operations performed by the mine, the 
writer discusses the establishment of 
cost centers, standard and current 
practice basic standards; cost control 
of drilling and development; and, fin- 
ally, operating conditions as they affect 
cost control possibilities. 


Newspapers 


A committee of the Institute of 
Newspaper Controllers and Finance 
Officers, New York City,3® has pre- 
pared a cost allocation manual for 
newspapers.** The system makes 
available a method of allocating the 
proper proportions of expenses to ad- 
vertiser and reader; it also relates the 
cost accounting system to units of 
product sold. 

The newspapers which use the In- 
stitute’s standard chart of accounts, 
or somewhat similar classifications, 
“can employ the allocation system 
without changing their general ac- 
counting methods or the preparation 
of their financial statements”; other 
organizations should have little diffi- 
culty in adapting the cost system. 

The report, the result of two years 
of research and preparation, was pre- 
pared by fourteen newspaper repre- 
sentatives from all over the country 
and Canada, aided by a public account- 
ant as consultant. The publication 
costs $5. 


Cutting Supply Costs 


The trade magazine, Coal Age, has 
just completed®* a series of ten ar- 
ticles on “Cost Cutting Today.” 

The tenth article in the series, pub- 
lished in the September, 1954, issue, 
discusses Inventory Control, Control 
Systems, Use Records, Allocation of 
Stocks, Storage and Handling, Spe- 
cial Supply Houses, Supply Delivery, 
and Preventing Waste and Loss. 

Although the reports were designed 
primarily for operators of coal mines, 
the final paper contains many points of 
interest to public accountants seeking 
ways to aid clients in cutting the cost 
of supplies. 


35 Vol. XXXVI, No. 1, Section 1, September, 1954, pp. 37-47. 
36 The Committee is called “Committee for the Study and Development of Newspaper 


Cost Systems.” 


87 Noted in The Controller, Vol. XXII, No. 8, August, 1954, p. 386. 
88 Vol. 59, No. 9, September, 1954, pp. 70-79. 
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Break-Even Point 


Fred V. Gardner, president of Smith 
Steel Foundry Company, and head of 
Fred V. Gardner & Associates of Mil- 
waukee, Wisconsin, writes on “Break- 
even Point Control for Higher Pro- 
fits’ in the Harvard Business Re- 
view.*® He suggests how management 
can become “tough-minded as to ris- 
ing costs, flexible as to changing con- 
ditions, [and] resourceful as to future 
planning,” and offers an analysis of 
the actual operation of break-even 
point control in a manufacturing com- 
pany. 

“Break-even point control,” Mr. 
Gardner states, “not only contributes 
to a more penetrating understanding of 
management problems, but leads to the 
development of a faster-moving, more 
aggressive executive team. When in- 
coming figures reflecting departmental 
performance have direct, clear implica- 
tions in terms of profits, management 
is more inclined to get ‘tough-minded,’ 
to hunt vigorously for ways to im- 
prove performance, and to flush out 
the problems that lie hidden in the 
brush of easy times. And when the 
incoming figures have immediate sig- 
nificance, when it is not necessary to 
‘wait and see’ what they mean, there 
is every incentive for executives to be 

. using foresight rather than... 
hindsight. . . .” 


Fringe Benefits 


Austin M. Fisher and John F. 
Chapman, respectively management 
consultant and associate editor of the 
Harvard Business Review, discuss 
“Big Cost of Little Fringes” in that 
journal4° Fringes, they point out, 
“hardly ever heard of in industry be- 
fore the 1940’s”, have grown con- 
sistently; “the total cost of fringe 
payments for productive hour work 


had reached 40.99¢ by the beginning 
of 1953 ...a rise of more than 60% 
during the five-year period 1948-1952.” 

The overall picture of fringe bene- 
fits presented in this paper, as well as 
the discussion of the upward trend 
and of the break-down into key catego- 
ries and company classifications, will 
be of considerable interest to our mem- 
bers. To install and revise cost ac- 
counting systems properly involves 
“recognition of probably increasing 
costs during the next five years in such 
expensive fringe areas as group in- 
surance, pensions, and vacations. . . .””41 


Machine Accounting; Electronics 


Equipment Must Justify Its Use 


In “Down to Fundamentals”, Dr. 
John W. Mauchly,*® co-inventor of the 
electronic Univac, points out that the 
only justification for the employment 
of electronic equipment is to reduce 
cost; the only reason one type of 
equipment is to be preferred over an- 
other is because it is cheaper in the 
long run. 

“Why use electronic equipment?” 
he asks. Speed itself, Dr. Mauchly 
points out, is not the criterion one 
should employ in judging the avail- 
ability of a proposed business system 
nor the desirability of using it. 

Spelling out the case for the Univac 
system, this writer notes that Univac, 
as distinguished from punched-card 
devices, “has the ability to carry out 
an exceedingly long and complex 
sequence of operations, once that 
sequence has been written down expli- 
citly and stored on magnetic tape, so 
that the computor can read and act 
upon it.” In contrast to this, the 
punched-card device “is usually rather 
specialized and can perform only a 
small part of the total job... .” 

In brief, to aid your client in re- 


39 Vol. 32, No. 5, September-October, 1954, pp. 123-130. 


40 Tbid., pp. 35-44. 
41 [bid., pp. 43-44. 


42In Systems, Vol. XVIII, No. 7, September-October, 1954, pp. 3-4. 
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ducing operating cost, consider the 
possibility that savings might result 
from the use of electronic equipment. 


Business Windshield 


Electronic devices are business wind- 
shields as well as rear-view mirrors, 
observed W. S. Smith, senior proced- 
ures analyst in the business procedures 
section of the major appliance division 
of General Electric Company, of 
Louisville, Kentucky, at the annual 
office management conference spon- 
sored by the American Management 
Association in New York City this 
fall.48 

The accounting function, “which has 
been primarily historical”, according to 
this speaker, “can supply more than a 
rear-view mirror; it can provide a 
clean windshield and even some ability 
to see around the corner.” 

Other speakers at the conference 
noted that electronic computors may 
well become “the most powerful man- 
agement tool yet devised.” 

Mr. Smith’s organization anticipates 
that not far off it will be possible to 
have at one place an appliance com- 
bining electronic sales forecasting, bud- 
geting and production control. 


Gap Between Engineer 
and Accountant 


Paul Kircher, CPA, and assistant 
professor of accounting at the Uni- 
versity of California, Los Angeles, 
offers some suggestions for bridging 
“The Gap Between the Electronics En- 
gineer and the Accountant.’ Initially, 
he points out, electronic computers 
were designed to do mathematical 
work. Later ones “have been altered 
considerably in order to be suitable for 
accounting applications.” 

Accountants do not think the same 
way as electronics engineers. There- 
fore, when the electronics engineer ap- 
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proached the accountants for help in 
designing a business computer, the 
accountants “could not specify what 
they wanted in a manner that the en- 
gineer could interpret”. Professor 
Kircher attributes this to the account- 
ant’s unfamiliarity with defining prob- 
lems “in terms of so many thousand 
bits of information to be delivered at 
such and such points at such and such 
rates.” Finally there is a language 
barrier between the two professions; 
their terminology or jargon differs. 

What can be done to bridge the gap? 
Professor Kircher suggests that both 
professions “learn new languages, new 
ideas, new attitudes.” Perhaps, he 
points out, “mathematicians may serve 
as a link” since “they have demon- 
strated the ability to understand the 
accounting problems and to formulate 
them in terms that the machines can 
handle.” 


Recording at the Point of Sales 


The “Point O’Sale Recorder” is a 
device made up of a tag reader; a key- 
board, cash drawer and printer (which 
resembles a cash register) ; and a tape 
perforator.46 The combination is in- 
tended to be used for the most part 
in retail merchandising operations, “to 
replace the conventional cash register 
and the manual preparation of sales 
slips.” It is‘also expected to render 
practical, in many installations, “the 
elimination of clerical tabulation and 
summarization of sales and inventory 
data.” 

The function of the first and third 
parts of the equipment is to “convert 
the information in perforated mer- 
chandise tabs into perforated paper- 
tape form.” Thereafter, the second 
part prepares a sales record for the 
customer. The keyboard also provides 
for including other necessary informa- 
tion in the perforated tape. 


43 October 20, 1954 (reported in The New York Times on October 21, 1954). 


44 The Controller, Vol. XXII, No. 8, August, 1954, pp. 358, ff. 
45 See Prospectus, Telecomputing Corporation, June 28, 1954, p. 7. 
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The three-part unit is expected to 
sell for approximately $2,500. 


Practitioners’ Problems 


Two-Class Legislation Rejected 


In summarizing the events during 
his recent term as president of the New 
Jersey Society of CPAs, William J. 
Von Minden of our Society reported 
his opinion that one of the outstanding 
achievements of the Society was “[t]he 
decisive vote opposing two class regu- 
latory legislation after the excellent 
and time-consuming work of our Leg- 
islation Committee, and a_ thorough 
discussion of the question, in each of 
our ten chapter areas.””4¢ 


Five Hours of Productive 
Time Daily 


Productive time in a public account- 
ant’s office is discussed by A. S. Don- 
nelly, chartered accountant, in a paper 
before the Accountants and. Secre- 
taries’ Educational Society i in Brisbane, 
Australia, last Spring.*? 

It is estimated that a principal who 
is also in charge of the supervision and 
staff training of employees can average 
but 5 hours of productive time daily. 
Further estimating 213 days of such 
productive time annually for the prin- 
cipal, and also some 6 and 34 produc- 
tive hours for the same number of days 
for a senior, Mr. Donnelly discusses a 
suggested billing basis. 

Following each job, the Australian 
chartered accountant suggests, the prin- 
cipal (or in some cases the senior) 
should calculate the cost of the job on 
the basis of the time applied and the 
standard rates applicable. Then the fee 
charged and the amount which would 
be charged on the basis of the stand- 


46 New Jersey CPA Journal, Vol. 25 (1954-55), No. 1, September, 1954, p. 
47 “Integration of Cost Accounting and Financial Accounting,” printed in he Canadian 
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ard should be considered. It is less 
likely, after consulting these figures, 
that the practitioner will take “the easy 
way out by ‘letting . . . [the bill] go’ 
at the uneconomic amount charged in 
previous years.” 

If a system of the sort sketched 
were generally employed, comments 
Mr. Donnelly, * ‘a large part of ac- 
countants’ worries over fees would dis- 
appear for their fees would be based 
mainly on fact rather than guesswork.” 
Of course, your columnist points out, 
no small factor in the matter is the 
client’s ability to pay. 


Procedures: Time; Costing; Billing 


In setting fees, almost all practi- 
tioners consider as major factors the 
time spent and the degree of profes- 
sional skill applied, writes C. K. Mac- 
Gillivray, chartered accountant.48 He 
describes a system of records for pub- 
lic accountants. It includes daily time 
sheets and weekly summaries ; expense 
reports, comprising direct expense slips 
and semi-monthly summaries; job cost 
files, both current and billed; a costing 
summary sheet; a billing instruction 
sheet; and finally, the bill itself. 

The illustrations supplied include 
forms for the daily time sheet and the 
costing summary sheet, the minimum 
time to be recorded for any entry on 
the time sheet being set at half an 
hour. But Mr. MacGillivray suggests 
that the time sheets “may record tele- 
phone calls, short conferences, or the 
like with no time-charge made on 
them.” Later, a number of the “n 
charge sheets” may be considered equal 
to a half hour for costing purposes. 

This practitioner also advises that 
unusual items, or important items 
which may be needed later, for ex- 


Chartered Accountant, Vol. 65, No. 3, September, 1954, pp. 126-138. 
48 “Time, Costing, and Billing Procedure for a Firm of Accountants,” in The Account- 
ant, Vol. CXXXI, No. 4160, September 11, 1954, pp. 265, ff. (Reprinted from The Canadian 
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ample, discussions of policies or fees 
with the client, or the data surrounding 
the discovery of a defalcation, should 
be reported on the time sheet and 
underlined. Further, the staff should 
be advised to “mark any special ser- 
vice performed beyond the limits of the 
regular engagement so that its time 
may be segregated and billed if of suf- 
ficient consequence.” 

lor costing purposes, employees are 
grouped within payroll ranges. For 
example, employees paid from $1.21 
to $1.40 per hour might be assigned a 
code letter, and any individuals whose 
pay fell within this range would be 
“costed” at $1.30 per hour. Similarly, 
those paid from $1.41 to $1.60 per 
hour would be assigned a different 
symbol and would be reported for cost 
purposes at $1.50 per hour 

This Canadian accountant also rec- 
ommends distinguishing general or ad- 
ministrative overhead items on em- 
ployees’ expense records from the 
direct expense items chargeable to 
clients. The two classes would be re- 
ported on expense lists on paper of 
different colors, facilitating posting to 
the appropriate summaries. The direct 
costing slips would be filed separately 
in folders for the individual clients. 
On billing, the time sheets for each 
client would be assembled, as would 
the expense sheets. 

The time reported by each staff 
member would be set out by him both 
on individual tickets headed with the 
names of the clients involved, and on 
the summary sheet for the time period 
covered in the staff member’s report. 

Then, as shown in a table illustrated 
by Mr. MacGillivray,4® would be ac- 
cumulated the cost of, direct time, sup- 
plemented by a percentage for indirect 
time. The general overhead (computed 
as a percentage of the total time, both 
direct and unproductive) would be 
added as would the estimated profit 
percentage, and finally the direct ex- 


49 Tbid., p. 269. 
1933 


penses would be added, thus produc- 
ing the total billing figure. 

One of the major advantages of this 
plan is that posting individual time 
reports to clients’ ledger sheets would 
be avoided, since each staff member 
would assemble his periodic time sum- 
mary reports on individual sheets, by 
clients. Of course, points out Mr. 
MacGillivray, there may Ye variations 
of the above procedures. lor example, 
employees could record their time on 
cards which were side-punched to per- 
mit needle-sorting and subsequent sum- 
marizing. Or, for another variation, 
the daily time sheet might be pre- 
printed with the various salary classi- 
fications, or in a variety of colors, and 
each staff member could be given a 
sheet of appropriate color or classifi- 
cation. 

Where desirable, instead of using 
the approximate costing rate, the actual 
cost rate could be employed. And the 
cost procedure might also be extended 
to cover employees who generally work 
at the office of the accounting firm, but 
whose work over a period of time is 
done for specific clients. 

A further variation is also offered. 
Where accountants prefer not to indi- 
cate in detail how their bills are as- 
sembled, the underlying data, needed 
to determine whether the fee covered 
cost adequately could be assembled, but 
no breakdown of time — or perhaps 
even costs or expenses — would be 
reflected in the bill to the client. Fin- 
ally, if the accounting firm found it 
more convenient, in place of using 
copies of the bills as ledger cards, the 
normal ledger posting system might be 
employed. Here, the ledger cards might 
be tabbed in such fashion as to direct 
attention to the dates on which yore 
bills should be sent. 


Office Shortcuts: Filling 
Out Tax Returns 


The subject of mechanical reproduc- 


39 


4 
t 
n 
e 
n 
n 
n 
Oo 
al 
at 
1S 
t- 
in 
ry 


Current Trends in Accounting—VIII 


tion of income tax returns has been 
considered in the “Office and Staff 
Management” column conducted by 
our colleague, Max Block. Robert F. 
Nelson, CPA, of Green Bay, Wiscon- 
_ sin, also advises on this subject in his 
paper, “Increasing the Speed and Ac- 
curacy of Filling Out Tax Returns,” 
in a recent issue of The Journal of 
Accountancy." 

Offering “a comprehensive review 
of the modern office equipment that 
enables the accountant to avoid the an- 
nual typing and proofreading bottle- 
necks in the handling of tax returns,” 
in the relatively short space of seven 
pages Mr. Nelson describes the various 
methods now available for reproducing 
tax returns. The suitability of these 
reproduction methods for small ac- 
counting firms is considered®! and the 
cost of the forms noted. Revenue Rul- 
ing 54-64, concerning the policy of the 
Internal Revenue Service on the re- 
production of official tax forms, is 
cited. 


Supply and Demand 


“How many accountants can a well- 
developed industrial community sup- 
port?” asks Nicholas A. H. Stacey, 
author of the recently-published book, 
“English Accountancy 1800-1954.”5? 
In the United States, reports Mr. 
Stacey, the number of CPAs is 50,000, 
the number of accountants who are not 
CPAs being estimated “as high as 
270,000.” With an American: popula- 
tion of 162,000,000, the United States 
has one accountant in every 500 popu- 
lation, computes Mr. Stacey. Since the 
United Kingdom has but one for every 
1,100, “by comparison with the United 
States, there is, clearly, ample room for 
expansion in the accounting field [in 
Great Britain].” 


Mr. Stacey says that “the demand 
for accountants is as exigent in the 
States as it is in Britain.” But, he 
notes, there is a “lower rate of recruit- 
ment to the ranks of the practitioners” 
than those of the non-practicing ac- 
countants. He finds, too, that newly 
qualified accountants (the British 
equivalent of “certified”) cannot any 
longer “afford to purchase a share in 
existing practices; and starting out on 
one’s own account is often hazardous 
since during the building-up period, 
professional earnings from a practice 
are too meagre to provide a reasonable 
living.” And, “contrary to popular mis- 
conception,” Mr. Stacey states, the 
salaries paid accountants “are not par- 
ticularly high.” 


Recruiting 


John L. Carey, Executive Director 
of the American Institute of Account- 
ants, has written a message to parents 
entitled, “Should Your Child Be An 
Accountant Mr. Carey asks, ““What 
kind of boys [and girls] make the 
best accountants?” and offers this an- 
swer: (1) They should have keen, 
analytical minds; (2) Should like 
figures and respect accuracy; (3) 
Should be persistent; (4) Should be 
able to keep a confidence; (5) Should 
be able to sell themselves to people; 
(6) Should be willing to work hard. 


Building Employee Morale 


George S. Currie, chartered account- 
ant, read a paper on “Conducting an 
Auditing Practice — Today and To- 
morrow” before the 1954 annual con- 
ference of the Canadian Institute of 
Chartered Accountants at Winnipeg, 
Canada, last Summer.®4 


50 Vol. 98, No. 4, October, 1954, pp. 491-497. 


51 See p. 494. 


52“What Are Accountants Earning?” in The Accountant, Vol. CXXXI, No. 4163, 


October 2, 1954, pp. 340, ff. 


53 Mr. Carey’s paper appeared as an advertisement in several national magazines recently. 
See Current Trends in Accounting —VII, in The New York Certified Public Accountant. 


Vol. XXIV, No. 9, September, 1954, p. 565. 


54 As reported in The Canadian Chartered Accountant, Vol. 65, No. 4, October, 1954, 


pp. 197-204. 
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Remuneration, he points out, is not 
the most important factor in attracting 
a staff and in getting good results. A 
policy designed to create and maintain 
high morale in public accountants’ 
offices should include the following 
points: 1. Encouragement in studies; 
2. Limiting overtime work by planning 
and by providing a large enough staff ; 
3. Using a group organization system 
for the staff; 4. Holding general staff 
meetings to discuss professional mat- 
ters or for recreational purposes; 5. 
Letting employees know what is hap- 
pening in the firm; 6. Being alert for 
signs of discontent; clearing up in- 
justices as soon as they are recognized ; 
7. Appraising the performance of em- 
ployees and — to them on this 
point periodically; 8. Keeping staff 
members informed as to employee ben- 
efits, sick leaves, financial aid, member- 
ship, educational benefits and contribu- 
tions; 9. Preparation of a manual of 
firm policies and procedures. 


Mr. Currie also presents his sum- 
mary of the personal qualifications or 
attributes which help contribute to the 
making of a “perfect professional ac- 
countant.” In his opinion, these in- 
clude: 1. Loyalty to partners and staff ; 
2. Judgment—representing the ability 
to distinguish between facts and fancy; 
analytical ability; 3. Caution based on 
experience; 4. Sympathy; 5. Self-con- 
fidence which results from capable, 
competent activities; 6. Ambition; 7. 
Strength and energy; 8. Studiousness ; 
9. Personality; 10. Leadership. 


The widely-known Canadian ac- 
countant concludes with the observa- 
tion that “on the practical side, im- 
proved methods and techniques and the 
development of mechanical accounting 
are already removing much of the 
drudgery for the junior accountant.” 
Accordingly, he points out, “we can 
even now look forward to the day 
when close accounting. control will 
reach near perfection through collabo- 
ration with electronic engineers.” This, 


it would appear, is a most optimistic 
summation. 


Training Staff Members 


Paul J. Adam, CPA, and partner 
in the Kansas City office of Arthur 
Young and Company, delivered an ad- 
dress before the Central States Ac- 
counting Conference recently on the 
subject, “One Firm’s Policies in 
Training and Compensating Staff 
Men,” 

Mr. Adam considers the school 
marks of the prospective employee 
“the most important guide post in pro- 
per personnel selection.” He found ~ 
“only one instance . . . where an 
average student excelled” in his office, 
but in that case, digging back in the 
records” it was discovered that the 
candidate “had maintained a straight 
‘A’ average in high school, while mak- 
ing only ‘C’s’, or only slightly better, in 
college—apparently because of a lack 
of proper incentive.” : 

Mr. Adam recommends that stu- 
dents of “C” achievement be not 
barred from consideration if they are 
otherwise qualified, but “they ought to 
be requested to take the American 
Institute of Accountants’ tests de- 
signed to measure accounting aptitude. 
If they fail on the tests, they should 
be advised to look for employment in 
another field.” 

Mr. Adam cites as further impor- 
tant factors to be considered in select- 
ing men, “whether or not they have a 
burning ambition to succeed” and the 
very important factor of personality. 

But once Mr. Adam’s firm has se- 
lected men they are given supplemental 
training. Briefing sessions are fol- 
lowed by careful supervision and 
guidance of the new men; their work 
is diversified; the men are given op- 
portunities to hold discussions with 
seniors after the first assignments; 
after the recruit has been on the staff 
for a year, he is assigned to a three- 
week staff school course. 


55 See The Journal of Accountancy, Vol. 98, No. 4, October, 1954, pp. 471-477. 
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The training includes periodic inter- 
views with partners, and at the end of 
the second year, opportunity to try 
simple engagements alone. 

In brief, advises this practitioner, 
“hire good men, set their salaries at 
market or above, increase them regu- 
larly in keeping with their progress, 
and do not be too alarmed over rising 
costs so long as quality service is 
being rendered to clients.” 


Cooperative Staff Training Programs 


Cooperative staff training programs 
for groups of local CPA firms were 
recommended during the forum on 
personnel practices of CPAs, one of 
the subjects considered at the 7th 
annual graduate study conference of 
the University of Michigan last sum- 
mer.*® 


Library 


The staff of the School of Business 
Administration of the University of 
North Carolina has prepared a list 
of approximately 140 books and pam- 
phlets, all recent, in accounting and 
related fields. The list, published in 
The Accounting Review tor October, 
1954,57 includes such diverse material 
as three recent Paton books; four Las- 
ser handbooks on accounting, cost ac- 
counting, tax accounting, and tax 
techniques; Professor A. Lincoln La- 
vine’s “Manual on Commercial Law- 
National Edition’; Albert H. Dunn, 
III, on “Business Consultants, Their 
Uses and Limitations”; several vol- 
umes on specialized accounts; a num- 
ber of manuals by accounting machine 
companies; and books on_ financial 
mathematics and statistics. 

While by its very nature not com- 
plete, since a number of well-known 
and widely-used texts have been omit- 
ted, the listing is well worth review 


No. 1, July-August, 1954, p 
lh XXIX, No. 675. 


Idem. 
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not costly. 


56 “Study Conference a eg Capacity Attendance,” in The Michigan C.P.A., Vol. V1, 


by practicing accountants as a guide 
in building up office libraries. 


Reports 


Accounting Adjustment 


In its Annual Report for 1953 the 
Curtis Publishing Company** reports 
that effective May 12, 1952, the com- 
pany changed its employee vacation 
practice “so that vacations were to be 
considered as earned “progressively 
for each month of completed work”. 

Formerly, the publishers only 
granted vacations to those in its employ 
at the end of the work year. The cost 
was charged in the year of the vaca- 
tion. Under the new system, upon the 
termination of employment, payment 
will be made for all unused accrued 
vacation. 

As a result, the December 31, 1953 
balance sheet includes provision for the 
end-year accrued liability for vacation. 
The corresponding accrual at Decem- 
ber 31, 1952, over $1,000,000.; was 
charged to Undivided Profits, the com- 
pany observing that it “believes . . . 
it is entitled to a tax refund with 
respect to the accrual for 1952, but no 
account representing it will be set up 
until the right to such a refund is 
established’’.®® 


Timely—Not Costly 


Milton D. Basson, manager, with 
Price Waterhouse & Co., New York, 
suggests that reports be made timely, 
In his paper “A Review of 
Internal Reports and Reporting,’® 
he points out that where monthly in- 
ternal reports “look like the Sunday 
edition of the New York Times,” the 
prospects are that the cost of prepara- 
tion is excessive and that a consider- 
able part of the material is not needed. 


60 N.A.C.A. Bulletin, Vol. XXXVI, No. 1, Section 1, September, 1954, pp. 3-10. 
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It may be that reports are being pre- 
pared based upon orders placed long 
before; that those who placed the 
orders are no longer with the company 
and those who receive the reports do 
so only because of the precedent set, 
the current recipients having little in- 
terest in the reports and the informa- 
tion in them. 

Help your clients. Review the inter- 
nal accounting reports they are pre- 
paring currently, as well as the sources 
from which the reports are assembled, 
and the uses to which they are put. 
This could save money for your clients. 


Dating Audit Reports 


A study by The Committee on Ac- 
counting and Auditing Procedure of 
the Georgia Society of CPAs,® re- 
vealed considerable variation among 
public accountants concerning the dat- 
ing of audit reports. Some accountants 
“date them as of the completion of the 
field work”; others, when the report 
is typed; still others, at the time of 
transmittal. 

The Committee concluded that the 
dating should be standardized ; further, 
that all audit reports “should bear a 
date corresponding to the date on 
which the audit work was completed 
and adjustments agreed upon.” 


SEC 


Chairman Talks on Accountant’s 
Role 


Ralph H. Demmler, Chairman of 
The Securities and Exchange Commis- 
sion, spoke on “SEC and Corporate 
Accounting” before the technical ses- 
sion of the 57th Annual Meeting of the 
Pennsylvania Institute of Certified 
Public Accountants, at Bedford, Penn- 
sylvania, on June 29, 1954.® 

Discussing the accountant’s role 
and The Commission’s role “in those 
phases of corporate enterprise in which 


we work together”, he pointed out that 
each group had its “separate and dis- 
tinct responsibilities in keeping the 
machine running the way the law in- 
tends it to run”. 

The Commission, he pointed out, has 
had some discussions with accountants 
on the subject of “departures from cost 
in the handling of depreciation’. It 
has declined “a formal application to 
adopt a requirement that economic de- 
preciation (based on replacement at 
current prices) be reflected either in 
the accounts or by other appropriate 
disclosures”. 

Several accounting statements have 
been filed with the Commission reflect- 
ing write-ups of balance sheet values. 
Usually, noted the SEC Chairman, “the 
write-up is concurrent with the de- 
cision to make a public offering of 
securities”. He considered it obvious 
“why it is not in the public interest 
. . . to allow such statements to pass 
without comment”. And he referred 
to a “somewhat analogous problem”, 
namely, the situation where just prior 
to a public offering, items were capi- 
talized after having been charged to 
expense for many years “not only for 
tax purposes but in stating the cor- 
porate accounts for internal purposes”’. 

A new regulation of the SEC re- 
quires that if the amount of securities 
to be issued exceeds $50,000 “an offer- 
ing circular including financial infor- 
mation” must be issued. However, the 
financial statements need not be certi- 
fied. As a result, many problems in the 
examination of financial statements in 
offering circulars result from the fact 
that the statements were prepared by 
persons unskilled in such work. 

A number of questions have also 
arisen concerning the independence of 
accountants, particularly in smaller 
communities “where the application of 
ideal standards creates practical prob- 
lems which would not arise in larger 
centers”. 


61 See Bulletin (of The Georgia Society of CPAs), Vol. 22, No. 1, August 1, 1954, p. 7. 
62 Pennsylvania CPA Spokesman, Vol. XXV, No. 1, August, 1954, pp. 1, ff. 
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Mr. Demmler also reported discus- 
sions by the SEC concerning an inde- 
pendent accountant’s responsibility “to 
insist, over his client s objection, upon 
employing adequate auditing proced- 


Practitioners’ View 


J. A. Lindquist, CPA, partner in the 
firm of Ernst and Ernst, Cleveland, 
Ohio, writes on “Securities Acts and 
the S.E.C.” in The Ohio Certified Pub- 
lic Accountant.®® He considers various 
aspects of the work of accountants in 
connection with financial statements to 
be submitted to the Securities and 
Exchange Commission; lists the vari- 
ous forms required in connection with 
SEC administration ; defines terms em- 
ployed; discusses independence as the 
term relates to accountants, proxy 
statements, and the civil liabilities im- 
posed on the accountant under the 
Securities acts. 

This paper is recommended to mem- 
bers of our Society whose professional 
work is affected by the activities of the 
Securities and Exchange Commission. 


Accounting Theory; Meetings; 
Continuing Education; 
Scholarships 


Don’t Condemn the Court 


Robert J. Lynn, attorney, and mem- 
ber of the faculty of the College of 
Law of The Ohio State University, 
is the author of “On Understanding 
the Court’s Decision”, in The Ohio 
Certified Public Accountant. 

The “apparent mishandling of an 
accounting problem by a court of law 
is understandably annoying to the ac- 
countant”, notes Mr. Lynn, provided 
that the apparent mishandling is real. 
But the accountant, before judging, 
should be made aware of “the re- 
straints under which the judge acts”. 


68 Vol. XIII, No. 3, Summer Issue, 1954, pp. 103-113. 


Ibid., pp. 114-116. 
44 


Current Trends in Accounting—VIII 


Five factors must be ‘considered: 


(1) “Questions of preferred or 
proper accounting techniques are pre- 
sented to trial and appellate courts by 
lawyers who may or may not be cog- 
nizant of the accounting issue or is- 
sues involved”; 


(2) Even where the judge is aware 
of the accounting problem and familiar 
with the preferred accounting tech- 
nique or procedure “he may be reluc- 
tant to follow the preferred account- 
ing technique because he is not strictly 
free to do so”; the outmoded tech- 
nique may have become “embedded in 
the non-statutory law of a jurisdic- 
tion” and lawyers as well as accoun- 
tants may have relied upon its gen- 
eral acceptability when advising 
clients ; 


(3) The objectionable accounting 
rules may have ,been made a part of 
the statutory law and the statute found 
to be constitutional. Accordingly, both 
inferior and appellate courts are bound 
by the rule; 


(4) Some of the accounting “prin- 
ciples” may have the administrative 
sanction of groups with quasi-judicial 
power. Accordingly, the administrative 
official, presumed to be capable and im- 
partial, having decided that the ac- 
counting technique is to be followed 
for regulatory purposes, the query 
arises: “Should a tribunal already 
overburdened with traditional legal 
problems tackle the problem of decid- 
ing whether the administrative ruling 
was arbitrary, especially if account- 
ants themselves differ on the technique 
to be applied?” ; 

(5) “Perhaps most important .. . 
is the judicial obligation to take into 
account all relevant factors—including 
the preferred accounting technique— 
when deciding the particular case be- 
fore the court.” For example, “What 
is income ’” could well depend on “who 
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asks the question, under what condi- 
tions, and for what purposes.” 

Mr. Lynn believes that “Interven- 
tion by organized accountants .. . 
into the rule-making process itself is 
the method best calculated to produce 
an acceptable accounting rule”. In ad- 
dition, he suggests that organized ac- 
countants intervene, in tactful fashion, 
where problems involving application 
of accounting principles are the sub- 
ject of litigation. Finally, he recom- 
mends cooperation between account- 
ants and lawyers and “the education of 
each professional group to the func- 
tion of the other.” 


Disagreement 


Accountants, points out Victor L. 
Gole, writing in The Australian Ac- 
countant,® cannot agree—despite much 
research—on the desirability of adopt- 
ing techniques like stabilized account- 
ing in presenting financial statements, 
nor can they agree upon the employ- 
ment of stabilized accounting “as a 
guide for policy-making decisions 
within the business’. Accordingly, he 
asks, how can any degree of uniform- 
ity in statement presentation and in- 
terpretation be achieved? 


The “time-honoured convention” 
followed by orthodox accounting, 
namely the “constant money value” or 
“historic cost” convention, has been 
dethroned, Mr. Gole points out. Al- 
though advocacy of price-level account- 
ing “is generated from one or more of 
a variety of worthy desires in respect 
of more realistic accounting,” if ac- 
countants can’t agree, “how . . . could 
the general public be any better in- 
formed by this method than by the 
orthodox method?” 


African Congress 


The Joint Council of the Societies 
of Chartered Accountants of South 


Africa is to hold an Accounting Con- 
gress in Johannesburg from March 
22 to March 25, 1955.% The four 
subjects for discussion will be: “Edu- 
cation and Training for Professional 
Accountancy in Southern Africa”; 
“The Role of the Professional Ac- 
countant in the Community”; “Some 
Problems of the Practicing Account- 
ants in Southern Africa”; and, “What 
is True and Fair—A Critical Review 
of Present Accounting Standards.” 

The fifth, and final, session will be 
devoted to a forum for discussion of 
the points members would like to raise 
for review. 


Summer School 


The 5th Residential Summer School 
of The Institute of Cost and Works 
Accountants took place at St. Cath- 
erine’s College, Cambridge, England, 
during the period September 20 to 25, 
1954. The sessions dealt with the sub- 
ject “Selling and Distribution Costs”. 
Cost accountants from places as dis- 
tant as Southern Rhodesia and Tri- 
poli attended. 

The papers covered these points: 
“Problems of Compilation of Selling 
and Distribution Costs”; “The Inter- 
pretation and Use of Selling and Dis- 
tribution Costs”; “The Uses of Costs 
in the Fixing of Prices, with Special 
Reference to Marginal Costing”; and, 
“What the Sales Side wants from the 
Accountant.” The fourth paper in- 
cluded a list of the basic services per- 
formed by the accountants for the 
“sales side” of Schweppes, Ltd. The 
list was subdivided into sections show- 
ing the types of data supplied to the 
salesmen; those provided for the 
branch sales manager; those furnished 
the general sales manager; and infor- 
mation supplied to top management. 

This note, found among the items 
of “Information for Members of the 
School,” will perhaps bring back 
memories of school days: 


65 Vol. 24, No. 8, August, 1954, pp. 309-315. 
66 The South African Accountant, Vol. 1, No. 3; September, 1954, p. 115. 
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The College gates are closed at 11 p.m., 
but entry is possible up to midnight 
through the Porter’s Lodge. If you intend 
being out after midnight, it is requested 
that you will notify the Porter. 


Taxation 


Meals and Lodging 


Phillip J. Erbacher, attorney, of 
Kansas City, Missouri, and Assistant 
Professor of Tax Law at the School 
of Law, University of Kansas City, 
writes on “Meals or Lodgings Fur- 
nished for the Convenience of Em- 
ployer” in Taxes. 

Clarification of this “often-contro- 
versial question” was attempted by 
Congress in enacting Section 119 of 
the Internal Revenue Code of 1954, 
points out Professor Erbacher. But, in 
his opinion, it is doubtful whether the 
Senate version of the bill, which ulti- 
mately prevailed, completely clarified 
the situation. There still exists the 
question as to whether “the meals or 
lodging were furnished for the con- 
venience of the employer’. In addi- 
tion, there is left open “the broad type 
of question such as applies to non- 
public workers, such as apartment 
managers ; hotel managers ; workers on 
railroads, air lines and truck lines; 
janitors; restaurant employees; lum- 
berjacks ; and similar types of individ- 
uals who might receive meals and/or 
quarters, to some extent.” 

And further, it is pointed out con- 
cerning the unemployment insurance 
tax: “the laws of the various states are 
not believed to be necessarily the same 
as the federal law in their provisions 
relating to the wage basis of the 
acts.””®§ Accordingly, in the professor's 
opinion, “‘it is conceivable that areas of 
conflicting interpretation could arise, 
producing different results under the 
federal law compared with the state 
law .. . relating to unemployment 
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compensation tax and . . . state income 
tax laws.” 

He also cites the “possible value of 
requesting rulings from the Commis- 
sioner in certain cases applicable to 
FICA and Federal Unemployment Tax 
Act problems,” and, finally, quotes 
from Pacific American Fisheries v. 
U. S. (138 F. (2d) 464): 


The application of this regulation to the 
computation of social security tax would 
be on the presumption that income tax and 
social security tax are taxes of the same 
nature. This is not so. Income taxes are 
revenue, levied to defray the expense of 
the government. The Social Security Act 
(42 USCA, Section 301, and following) 
provides for old-age security, unemploy- 
ment insurance, security for child depend- 
ents, etc. It expressly was enacted for the 
benefit of the payee of wages. It is pos- 
sible that what might not be taxable in- 
come for income tax purposes might con- 
stitute wages under the provisions of the 
Social Security Act. There are no cases 
where a similar construction of the terms 

wages” as appears in the income tax cases 
is made in determining wages for Social 
Security Tax purposes. 


Chain Stores 


Benjamin Harrow, of our Society, a 
member of the A.I.A.’s Committee on 
Federal Taxation, has written two ar- 
ticles on significant tax changes affect- 
ing chains for Chain Store Age. The 
second article appeared in the October, 
1954, issue of the magazine.® This 
instalment points out the more realistic 
approach of the new tax law insofar 
as it relates to chain store problems. 

Mr. Harrow considers the former 
“unfortunate tendency to require in- 
come to be reported immediately upon 
receipt of cash or a legal claim to 
receive cash,” citing rents collected in 
advance, advance ticket and coupon 
sales, subscriptions, and service con- 
tract fees. 

Likewise, he notes, the taxpayer 
“will be given a better break” concern- 


87 Vol. 32, No. 10, October, 1954, pp. 826, ff. 


88 Jbid., p. 830. 
69 “Realism Marks New Tax Picture.” 
Chains”), Vol. 30, No. 10, p. 25. 
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ing expenses. Thus, “‘post-sale” costs, 
“generally impossible to deduct .. . 
until they were actually incurred” now 
become available as deductions under 
specified conditions. 

Also considered are reserves for 
costs or expenses, instalment reporting, 
carry-backs, and certain technical 
changes. Mr. Harrow notes that 
among the 3,000 technical changes 
made by the new law are many which 
“may seem to affect only individuals, 
but [which] ... will affect businesses 
indirectly.” 


They Want to Pay Income Tax! 


The above is the caption of this item 
from The Accountant, British account- 
ing magazine :7° 

“A Reuter report quoted by The 
Times last Monday states that the 
Greenland Council considers that as 
Greenland is constitutionally a part of 
Denmark and sends two deputies to 
the Danish Parliament it should be 
treated like the rest of that kingdom. 
The Council feels that paying income 
tax would increase their feeling of 
independence and would provide more 
money for the improvement of local 
conditions.” 


Readings 


Are you acquainted with The Jour- 
nal of Taxation? This magazine, a 
national journal containing current 
news and comment for professional 
tax men, has been issued monthly since 
June. The technical editor is Eleanor 
McCormick, of our Society, and the 
editorial advisory board, as well as the 
departmental editors, include a number 
of members of our Society of prom- 
inence in tax matters. 

A recent issue’ contains over 65 
major items, presented in fifteen edi- 
torial subdivisions or departments. The 
material is offered under these cap- 
tions: Major Articles; followed by a 


series of fourteen departments, as fol- 
lows: Accounting; Corporate Organ- 
ization; Estate and Gift Taxation; 
Foreign; Fraud and Negligence ; Part- 
nership ; Payroll Taxes ; Personal Tax- 
ation; Other New Decisions; Tax 
Planning; Professional Tax Practice; 
Tax Procedures; State and Local; and 
Trust and Estates. Many of these sub- 
divisions contain special sections cap- 
tioned ‘““New Decisions.” 


Current Issues: Professional Services 
in the Feld of Federal Taxes 


The Institute has prepared a pamph- 
let called “Helping the Taxpayer,” in 
which are discussed current issues af- 
fecting professional services in the 
field of federal taxation. This brief 
pamphlet (19 pages) “presents back- 
ground information and suggests steps 
to be taken which, in the opinion of 
certified public accountants, would 
eliminate the present confusion and 
serve the best interests of government 
and the millions of taxpayers who want 
to fulfill their obligations as good citi- 
zens without unnecessary difficulty or 
expense.” 

“The taxable income of most busi- 
nesses and many individuals,” points 
out John L. Carey, Executive Director 
of the Institute, in an introduction to 
the pamphlet, “cannot be determined 
by a simple formula.” In his opinion, 
what is involved is “usually a matter 
of complex accounting judgment, and 
trained and experienced accountants 
working for the Internal Revenue 
Service [it has been found] very often 
differ with trained and experienced ac- 
countants working for taxpayers.” 

The differences, he notes, are for the 
most part “resolved in informal dis- 
cussions.” However, comments by bar 
association spokesmen in recent State 
Court cases, as well as in supporting 
proposed legislation (to the effect that 
accountants practice law when they ad- 


70 Vol. CXXXI, No. 4158, August 28, 1954, p. 221. 
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vise taxpayers or help them in these 
matters), and also the conflicting de- 
cisions in various State Courts, “result 
in uncertainty and confusion which af- 
fect millions of American people.” 

The Institute suggests “What Needs 
To Be Done,” and provides the text 
of a bill introduced in the 83rd Con- 
gress by Chairman Daniel A. Reed 
of the House Ways and Means Com- 
mittee, and Senator Frank Carlson of 
the Senate Finance Committee. The 
objects of the bill, Representative Reed 
said, were “to clarify the responsibility 
and authority of the Treasury Depart- 
ment to protect the government and the 
public from incompetent and unethical 
tax practitioners; ... to establish the 
fact that control of Federal tax prac- 
tice should lie with Congress and the 
Federal Government; [and] ... to 
guard against danger that qualified 
professional assistance may not be 
available to all taxpayers at reasonable 
cost.” 

A chart in the center of the booklet 
indicates that of the income tax re- 
turns filed in 1952, 54,000,000 were 
accepted as filed; 1,200,000 required 
minor adjustments after mathematical 
verification or examination; 714,000 
required discussion at lower levels of 
the Internal Revenue service for settle- 
ment, 35,000 at intermediate ievels for 
settlement, and 9,400 at upper levels 
for settlement. Only 1,200 tax cases 
were decided in the Tax Court, and, 
last, only 636 cases were decided in 
actual courts of law. 


The Future 

Prediction 

Maurice H. Stans, CPA, president 
of the American Institute of Account- 
ants (but at that time nominee for the 
presidency ), addressed the 56th annual 
meeting of the New Jersey Society of 
CPAs in Atlantic City last spring’? on 
the subject, “The C.P.A. Faces the 
Challenge.” 


73 October 19, 1954. 


Current Trends in Accounting—V IIT 


72 New Jersey CPA Journal, Vol. 25 (1954-1955), No. 1, September, 1954, p. 13. 


In the future, he predicted: 


. accounting techniques will be refined. 
A “comprehensive code of accounting prin- 
ciples promulgated by professional ac- 
countants and kept current by intensive 
research will be effected. Standards of 
disclosure and reporting will be refined 
and terminology, forms, and methods of 
presentation of financial data will be more 
uniform. Cost accounting, financial plan- 
ning and budgeting will become standard 
practice for every business of any size. 
There will be many developments in elec- 
tronic accounting. 


“The Men Who Handle the Books 
. Base Their Predictions on‘ 
Facts and Figures” 


The “Financial and Business Side- 
lights of the Day” column of The New 
York Times reported recently’ that 
42% of the accountants attending the 
1954 annual meeting of the American 
Institute of Accountants, held in New 
York City, predicted a moderate in- 
crease in business during the coming 
year ; 38%, that the course of the econ- 
omy would be steady. 3% were more 
optimistic: they anticipated “a great 
increase in activity.” But 17% of those 
attending “were slightly pessimistic” 
concerning business conditions; they 
anticipated ‘‘a moderate decline.” 


Bring Your Own Equipment 


“A Martyred Accountant,” who con- 
tributes the “Days from my Diary” 
column in The Accountant,” discusses 
the reluctance of his son and heir, who 
is thirteen years old, to become an ac- 
countant. The martyr asks, “Must | 
study electronics at my age in order to 
keep family name in firm?” 

He points out his apprehension, 
visualizing the day when a note on the 
instruction sheet for chartered account- 
ants’ exams reads: “Candidates must 
provide own electronic units whose 
base, owing to limited accommodation, 
must not exceed 8 sq. ft.; use of fis- 
sionable substances is not permitted.” 


74 Vol. CXXXI, No. 4158, August 28, 1954, p. 219. 


48 


January 


( 
( 
( 
| 
\ 
( 


2 
t 
a 
( 
3 
n 
it 
1 
P 
th 
tr 
al 
pe 
de 
pe 
th 
ad 
= bel 
19 


lew 
that 
the 
can 
Jew 

in- 
ing 
on- 
lore 
reat 
tic” 
hey 


Ses 
who 

ac- 
r to 


ion, 
the 


sary 


General 


Prescribing Accounting Policies 
for Clients 


Dixon Fagerberg, Jr., CPA, con- 
ductor of “The Practitioners Forum” 
in The Journal of Accountancy, dis- 
cusses the prescribing of accounting 
policies for clients, in the October issue 
of the Journal.” He offers “96 words 
[which] will probably save 96,000 
words among the client company’s ac- 
counting personnel in a year’s time. 

This is his summary: “1. Omit the 
cents on all financial statements; 
2. Keep ‘earned surplus’ clean; apply 
to the current year’s income or expense 
accounts, all adjustments under $1,000. 
Consult the controller on proposed 
surplus adjustments of over $1,000. 
3. On all depreciable additions, take 
depreciation from the first day of the 
month following acquisition. 4. All 
items listed will be known Perishable 
Tools and shall be accounted as Ex- 
pense adjustable by Inventory, not as 
Plant subject to Depreciation. 5. The 
contents of each room shall be listed in 
this order: clockwise from the en- 
trance, then from floor to _ ceiling 
around each room.’ 

These will be the advantages to com- 
panies whose accounting staffs follow 
definite “properly fitted accounting 
policies”: 

Many hours and dollars saved. 

Less _hairsplitting, debate 
and bickering. 

More orderly accounting proced- 
ures. 

Greater long-run accounting ac- 
curacy. 

And cleaner, more comparable 
financial statements. 

Mr. Fagerberg cautions, however, 
that the accounting policies must be 
adopted by the client as his own. They 
belong to him rather than the account- 


7 Vol. 98, No. 4, October, 1954, p 
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ant. Second, that in smaller firms, it 
may be solely the practitioner who 
develops accounting policies; for the 
larger client it is usually “the joint 
effort of the independent accountant 
and the Company’s Controller, subject 
to the review by the company’s legal 
counsel and executive committee.” 
linally, the policy statement should be 
set forth separately; it should not be 
“interwoven with the debit - this - 
account - credit - that - account” man- 
ual of procedures which generally ac- 
companies charts of accounts. 


Are Independent Auditors 
Company Officers? 


The Canadian Chartered Account- 
ant®® notes editorially the Court of 
Appeal of British Columbia’s ruling, 
several weeks ago, that the independent 
auditor of a company “is an officer of 
the company and therefore obliged to 
submit to examination for discovery 
touching the matters in question in a 
law suit brought against the company.” 
The magazine comments further that 
to the best of its knowledge this is 
“the first reported case in which it has 
been held that a company’s auditor can 
be compelled to disclose the basis of his 
client’s case to an opposing litigant, 
and it is not a decision which account- 
ants will applaud.” 

The magazine distinguishes the sta- 
tus of an independent auditor, whose 
function is “to examine and report on 
the financial transactions of the com- 
pany for the information of the share- 
holders” from that of an officer of the 
company, who must “conduct the af- 
fairs of the company.” “To describe 
an auditor as an officer of the com- 
pany,” continues The Canadian Char- 
tered Accountant, “however technically 
correct it may be for legal purposes, 
seems therefore a patent misnomer to 
accountants and, moreover, in some 
subtle way, to reflect on his indepen- 
dence.” 


p. 542, ff. 
76 Vol. 65, No. 3, September, 1954. pp. 117-118. 
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Goodwill in an Accounting Practice 


R. E. Tonkin, chartered accountant, 
of Australia, has written to the editor 
of The Chartered Accountant in Aus- 
tralia™ taking exception to the adoption 
of a gross fees basis for the valuation 
of professional goodwill. He considers 
such basis entirely unsound. 

In his opinion, “Gross fees might 
total a very substantial figure but 
nevertheless be insufficient to cover 
staff salaries and business expenses, 
and still leave an adequate margin to 
provide more than reasonable salaries 
for the working partners.” Although 
the weakness may not be quite as ob- 
vious in a small practice, Mr. Tonkin 
points out, the inadequacy is more 
easily recognizable in larger practices. 

He believes that “net profit before 
partners’ remuneration is a more satis- 
factory basis than gross fees.” Despite 
this, he continues, it does not provide 
“the soundest method for valuation of 
goodwill.” In his opinion, “Super-pro- 
fit is the fundamental basis for valuing 
goodwill.” As he puts it, “unless and 
until a practice can earn a profit’ in 
excess of the remuneration which its 
full-time working partners could ex- 
pect to earn as employees, it has no 
goodwill of commercial value however 
high its professional reputation might 
be.” 


Public Relations 


From the report of the Publicity and 
Public Relations Committee of the 
Mississippi Society of CPAs, pre- 
sented in the Summer, 1954, issue of 
The Mississippi Certified Public Ac- 


countant® : 


= . our best field of public rela- 
tions lies in the activities of each certi- 
fied public accountant as viewed by the 
general public. This being true we urge 
that each member of the Society en- 
deavor to serve his local community in 


every way possible as an opportunity 
for public service.” 


Annual Meeting: Stockholder 
Asks About Internal Control 


At the 1954 annual meeting of the 
stockholders of Standard Oil Company 
(New Jersey)*® a stockholder raised a 
question concerning the company’s 
protection against the preparation and 
issuance of false interim reports like 
those issued by another corporation 
from whose annual report the stock- 
holder quoted. 

C. A. Stewart, of Price Waterhouse 
& Co., auditors for the oil company, 
commented: “Internal accounting con- 
trols of Jersey | Standard Oil Company 
(New Jersey) ] are such that they, in 
normal circumstances, in the absence 
of collusion on the part of employees 
and officers, preclude the preparation 
and issuance of false interim reports.” 
The accountant observed further, how- 
ever, that “Collusion, particularly when 
it involves top officials, can circumvent 
internal accounting controls no matter 
how adequate they may be.” 

To the stockholder’s supplementary 
observation: “ ... we should have an 
occasional surprise visit, or a surprise 
audit, - without letting everybody 
know,” Mr. Stewart responded: “We 
carry out our examinations in con- 
junction with the internal auditors, and 
we make surprise examinations—both 
the internal auditors and ourselves— 
at every location in each year, so I 
think that we have a pretty good pro- 
gram for examining the individual 
locations on a surprise basis.” 

Finally, the stockholder asked about 
internal control of inventory. He read 
this abstract from The Journal of Ac- 
countancy: 

In attempting to check specific items 
shown on the perpetual inventory records, 
how often has the public accountant ex- 
perienced difficulty in finding the physi- 

(Continued on page 59) 


77 Vol. XXIV, No. 11, May 20, 1954, pp. 795, 797. 


78 Vol. VII, No. 5, Summer, 1954, p. 10. 


79 72nd Annual Meeting, Linden, N. J., May 26, 1954, pp. 26-27. 
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Bad Debt Treatment of Stockholders’ 
Loans to Closely-Held Corporations 


This article deals with the tax situation which arises when a tax- 
payer occupies the dual status of stockholder-creditor of a closely- 
held corporation and his bona fide loans thereto become worthless. 


By ALLAN A. 


Introduction 


The history-making Revenue Act of 
1954 has evoked a number of articles 
explaining or conjecturing about the 
implications of this highly-publicized 
statute. However many pre-1954 prob- 
lems have survived the onslaught of the 
new Code’s draftsmen and remain to 
plague the tax practitioner. It is the 
purpose of this article to examine one 
such problem which should have been 
dealt with by the House Ways and 
Means Committee under its avowed 
purpose “to remove inequities, to end 
harassment of the taxpayer and to re- 
duce tax barriers to future expansion 
of production and employment”.? 

The question was raised by the Rev- 
enue Act of 1942? which differentiated 
the tax treatment of business* from 
nonbusiness* bad debts in the case of 


ALLAN A. Bakst is an attorney 
associated with a prominent firm of 
Certified Public Accountants. 

The degrees of B.S. in Account- 
ing and LL.B. were conferred upon 
him by New York University, where 
he is presently a candidate for the 
LL.M. in Taxation in the graduate 
division of the Law School. He is 
a member of Beta Gamma Sigma. 


taxpayers other than corporations. 
Nonbusiness bad debts, thereafter be- 
coming worthless were to be treated 
as short term capital losses,> whereas 
business bad debts were to be deducti- 
ble in full. Consequently the problem 
of characterizing particular debts in 
light of the two categories was created. 
The new 1954 Code fails to offer any 
additional clarification to the solution 
of this problem. 

The Internal Revenue Codes, both 
past and present, negatively classify a 
nonbusiness debt as one “not evidenced 
by a security and other than a debt the 
loss from the worthlessness of which 
is incurred in the taxpayer’s trade or 
business.” ® The enigma arises because 
of the difficulty of defining the phrase 
“incurred in the taxpayer’s trade or 
business.” 

Congressional committee reports’, 
the regulations® applicable thereto and 
judicial decisions’? acknowledge that 
the question is a factual one in each 
particular case ; the determination being 
substantially the same as that which is 
made to ascertain whether losses under 
Section 23 (e) 1 of the 1939 Code™ 
are incurred in “trade or business.” 
Litigation construing the term “trade 
or business” in regard to expenses!?, 
net operating loss carrybacks and 


1H. Rep. No. 1337, 83rd Cong., 2d Sess. (1954). 


256 Stat. 798, 26 U.S.C., 


ILR.C. 1939, Sec. 23(k)4. 


3T.R.C. 1939, Sec. 23(k)1; I.R.C. 1954, Sec. 166(a), (b). 


4T.R.C. 1939, Sec. 23(k)4; 
5T.R.C. 1939, Sec. 117(a)3; 
6 See note 4, supra. 


I.R.C. 1954, Sec. 166(d). 
ILR.C. 1954, Sec. 1222. 


7 Higgins v. 312 U.S. 212 (1941). 


8H. Rep. No. 2. 


333, 77th Cong., 2d Sess. (1942) ; 1942-2 Cum. Bull. 431-432; Sen. Rep. 


No. 1631, 77th Cong., 2d Sess. (1942)-1942-2 Cum. Bull. 572-574. 
9 Reg. 118, 1939 Sec. 39.23 (k)-6, Regulations issued under the old Internal Revenue 
Code that are not inconsistent with the 1954 Code will remain in effect until new regulations 


are issued. 
10 See note 7, supra. 
IL ERC. 1954, Sec. 165(c)1. 


12 R.C. 1939, Sec. 23(a); LR.C. 1954, Sec. 162. 
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carryovers!’, depreciation'* and sales 
of assets!®, as well as losses?®, has been 
considered relevant by the courts in 
their determination of the bad debt 
cases. It should be appreciated, how- 
ever, that the different Code sections 
operate exclusively in their respective 
areas!*, The creation of one particu- 
lar section which deals with the de- 
ductibility of bad debts means that 
debts are to be treated only under such 
section; no other Code provision is 
operative when bad debts are involved. 


1954 Code Change 


Prior to the enactment of the 1954 
Revenue Act, it was incumbent on tax- 
payers desiring business bad debt de- 
ductions to prove their participation in 
business at the time when the debt was 
established as worthless!®. Circum- 
stances attending the debt’s creation or 
the usage made of the proceeds, were 
not controlling in the determination of 
the character of the valueless debt?®. 
The germane consideration was the 
reasonably proximate relationship to 
the taxpayer's business at the time the 
debt became worthless. 

The new law in its only substantive 
alteration of the old bad debt law which 
affects the immediate problem com- 
pletely changes such concept”. The 
taxpayer is now permitted to deduct as 
a business bad debt an obligation in- 
curred in connection with a trade or 
business and which becomes worthless 
after the discontinuance of the busi- 
ness*!, 

It is the principal objective of this 
article to deal with the judicial treat- 


ment accorded the bad debts of a tax- 
payer who occupies the dual status of 
stockholder-creditor in relation to a 
corporate debtor. The issue when ad- 
vances constitute the equivalent of 
capital contributions will not be con- 
sidered”. 

The cases herein evaluated are con- 
cerned with bona fide debtor-creditor 
relationships**. Resort must be made 
to the judicial landmarks in this realm, 
to discover the criteria evolved by the 
courts in determining when a taxpayer 
is engaged in “trade or business.” 


Judicial Treatment 


Definition of ‘Business’ 


In Higgins v. Commissioner*, the 
taxpayer possessed substantial holdings 
of stocks and bonds in a multitude of 
corporations. These investments were 
not accompanied by direct or indirect 
participation in the management of 
these corporations. However, Higgins 
did expend a considerable portion of 
his time in the supervision and con- 
servation of his security portfolio. 
I-mployees were hired to assist him in 
offices rented for that purpose. The 
issue involved the deductibility of these 
expenses. The Commissioner  con- 
tended that “personal” investment ac- 
tivity does not constitute the carrying 
on of a “trade or business,” despite 
time continuously and regularly de- 
voted to the preservation of such im- 
mense capital. The Supreme Court 
decided that the taxpayer was not 
carrying on a business. The opinion 
intimates that expenses — sustained 


BER. 1939, Sec. 122(d); I.R.C. 1954, Sec. 172. 


147. R.C. 1939, Sec. 23(1); I.R.C. 1954, Sec. 167. 

157.R.C. 1939, Sec. 117(a); I.R.C. 1954, Secs. 1221, 1222. 

167. R.C. 1939, Sec. 23(e); I.R.C. 1954, Sec. 165. 

17 Spring City Foundry Co. v. Commissioner, 292 U. S. 182 (1934). 


18 Reg. 118 (1939), Sec. 29.23(k)-6 


19 Joseph Sic, 10 T.C. 1096 (1948) ; Jan G. J. Boissevain, 17 T.C. 325 (1951). 


20T.R.C. 1954, Sec. 166. 
“1 See note 1, supra. 


22See Semmel, Tax Consequences of Inadequate Capitalization, 48 Col. L. 


Rev. 202 


(1948) ; Kilcullen, Tax Implications of Stockholder Loans to and from Corporations, Proc. 
N. Y. U. 11th Ann. Inst. on Fed. Taxation 459 (1953). 
23 Milton Bradley Co. v. United States, 146 F(2) 541 (C.C.A., Ist Circuit, 1944). 


24 See note 7, supra. 
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merely to derive profits will not war- 
rant the conclusion that the expense is 
a “business” expense*®, The fact that 
in common parlance, such activities are 
termed “business matters” is not suffi- 
cient to assure the same classification 
for tax purposes. The court expressly 
negatived for tax purposes, the broad 
definition which regards the “doing of 
business” as: “A very comprehensive 
term, embracing everything about 
which a person can be employed.” 26 
The decision’s importance lies in the 
Supreme Court’s recognition that the 
expenditure was not made in “busi- 
ness” merely because it was ordinary 
and necessary in order to obtain in- 
come. Unfortunately the court failed 
to prescribe a workable definition or 
formula which lower courts could ap- 
ply to factual findings in future cases.?7 


Promoter Theory 


The Supreme Court did not clarify 
the question whether the investor who 
expends time and money for the pur- 
pose of making his corporate ventures 
successful is engaged in “business”, 
separate and apart from the business 
of these ventures. In Washburn v. 
Commissioner*®, the problem was con- 
fronted of distinguishing a passive se- 
curity holder from one whose dealings 
with certain corporations were so broad 
that such dealings may be said to be a 
“trade or business” in themselves. The 
taxpayer had organized, actively man- 
aged and held controlling interests in 
several corporations. At the time of 
the loss, sustained on the sale of stock 
of one of these corporations, the tax- 
payer was devoting his entire time to 
the operations of these corporations. 
Washburn sought to deduct this loss 
in a subsequent year under the then 
existing carryforward law, which re- 
quired that the losses be “business” in 
nature. The Circuit Court determined 


F(2) 326 (C.C.A., 
1955 


‘that the taxpayer had suffered the loss 


from the operation of some “trade or 
business” regularly carried on by him. 
and permitted the deduction. The con- 
tinuity and regularity of the taxpayer’s 
activity in contradistinction to a spora- 
dic and isolated venture was stressed. 
The court said: 
“His income was the result, not alone 
of his investments, but also of his labor 
expended in connection with the manage- 
ment of the companies in which he had 
such investments. The combination of the 
two is his vocation.” 


Predicated on the Washburn deci- 
sion, the First Circuit Court of Ap- 
peals in Foss v. Commissioner,?® 
reached the same conclusion. The tax- 
payer was the holder of substantial in- 
vestments in a number of enterprises. 
He devoted substantial time to the ac- 
tive management of these companies, 
maintaining an office for that purpose. 
The taxpayer had deducted on his per- 
sonal tax return, certain litigation 
costs, which he had incurred as the 
majority stockholder-defendant in a 
suit involving the management of one 
of these enterprises. The Court held 
that Foss was engaged in a business 
and since the litigation was plainly an 
outgrowth of his business activities, he 
was entitled to the deduction, stating: 

A person of property, who devotes his 
time to the active management of it and 
also to the active participation in the man- 
agement of the companies in which his 
property is invested, and who maintains an 

office for that purpose where he spends a 

substantial part of his time, is carrying on 

business within the meaning of the stat- 
ute .... The line comes between those 
who take the position of passive investors, 
doing only what is necessary from an in- 
vestment point of view, and those who 
associate themselves actively in the enter- 
prises in which they are financially inter- 
ested and devote a substantial part of their 
time to that work as a matter of their 
business. 

It would thus seem that two Circuit 

Courts had recognized as coming within 


25 Kales v. Commissioner, 101 F(2) 35 (C.C.A., -. Circuit, 1939). 
26 Flint v. Stone Tracy Company, 220 U. S. 107 (1910). 

27 Note, 41 Col. L. Rev. 757 (1941) ; Note, 17 Notre Damé L. Rev. 38 (1941). 
2851 F(2) 949 (C.C.A., 8th Circuit, 1931). ; 


Ist Circuit, '1935). 
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the “trade or business” concept those 
activities of a taxpayer, who contem- 
poraneously owned substantial interests 
in closely-held corporations and ac- 
tively participated in the management 
of these ventures. The Washburn and 
Foss decisions lay the basis for the 
“promotional” line of thought which 
has conflicted with the “corporate en- 
tity” theory®® expounded in Burnet v. 
Clark.*4 


Corporate Entity Theory 


In Burnet v. Clark, the taxpayer was 
the majority shareholder and managing 
operator of a dredging corporation, in 
which capacity he devoted his entire 
time. In addition to this holding, Clark 
owned interests in other dredging firm 
partnerships, and other stock in a num- 
ber of listed corporations. The tax- 
payer only contributed advice to these 
partnerships. The impaired financial 
rating of the dredging corporation 
compelled Clark, in his desire to pre- 
serve his investment, to endorse the 
corporation’s notes. Clark sustained a 
large loss from this surety liability 
which he tried to deduct as a carry- 
forward in a subsequent year. 

Mr. Justice McReynolds, speaking 
for the Supreme Court, denied that 
the losses resulted from operation of a 
“business” and held the endorsements 
to be merely occasional transactions. 
The Justice emphasized that the 
“respondent was employed as an officer of 
the corporation, the business which he con- 
ducted for it was not his own... 
In no sense can the corporation be re- 
garded as his alter ego, or agent. He was 
not regularly engaged in endorsing notes. 
A corporation and its stockholders are 
generally treated as separate entities”. 


81287 U. S. 410 (1932). 


Bad Debt Treatment of Stockholders’ Loans to Closely-Held Corporations 


30 See Cleary, The Corporate Entity in Tax Cases, 1 Tax L. Rev. 3 (1945); Stevens, 
Corporations 45 (2nd ed., 1949) ; Ballantine, Corporations 287, 291 (2nd ed., 1946). 


The Justice’s decision relegated the 
taxpayer to that of a mere investor on 
the technicality that only the business 
entity was engaged in “trade or busi. 
ness”. 

The die was cast. Although neither 
Washburn, Foss nor Clark involved 
bad debts, these differing juridical 
treatments concerned with “carrying 
on a trade or business” have congealed 
and have continued to perplex the 
courts. This confusion has been per- 
petuated in the cases relating to non- 
business bad debts since January 1, 
1943. Unfortunately the 1954 Revenue 
Code fails to clarify the situation, 
despite the remedial measures advo- 
cated by two different congressmen* 
and a number of other persons who 
appeared at the congressional commit- 
tee hearings** on the 1954 Code. 


Basis of the Conflict 


The Washburn-Foss view accepts 
the total activity of organizing, man- 
aging and financing the several enter- 
prises as the “doing of business”. The 
regular** and extensive® activities of 
the taxpayer so frequently®* and con- 
tinuously*” performed comprise a busi- 
ness separate and apart from the cor- 
porate business. Contrariwise, the 
Clark case divides the corporate busi- 
ness from the individual taxpayer’s 
management activity. This compart- 
mentalization then permits an illustra- 
tive holding that the isolated and spo- 
radic*® endorsement of notes does not 
suffice to have the taxpayer considered 
to be engaged in the loan business. Mr. 
Justice McReynolds refused to recog- 
nize this guarantor function as one 


32 Rep. Dollinger, author of H. R. 3165, 83rd Cong., Ist Sess. (1953) ; Rep. Camp, author 


of H. R. 4853, 83rd Cong., Ist Sess. (1953 iy 


33 Hearings of House Committee on Ways and Means, Part III, topic 32, 83rd Cong., 
Hearings of Senate Committee on Finance, Part III, P. 1380, 83rd Cong. 


34 Dalton v. Bowers, 287 U. S. 404 (1932). 


35 Daily Journal Co. v. Commissioner, 135 F(2) 687 (C.C.A., 9th Circuit, 1943). 
386 Commissioner v. Boeing, 106 F(2) 3 ~ es 9th Circuit, 1939). 


87 De Puty v. Du Pont, 308 U. S. 488 (19 


40). 
88 Rogers v. United States, 41 F(2) 865 (Ct. Cl., 1930). 
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constituent of the sum total of activi- 
ties contributed by the taxpayer, which 
activities in their entirety constitute a 
business. The Supreme Court opinion 
conceived that only one business ex- 
isted and that such business belonged 
to the corporation®®, 

The opinions expressed by certain 
courts* that Washburn and Foss have 
been overruled in light of the Supreme 
Court’s declaration in the Clark case 
should be viewed cautiously. The Foss 
case was decided three years subse- 
quent to the Clark decision. The cases 
may also be distinguished, although no 
reference was made in the Clark opin- 
ion to the Washburn case. The tax- 
payer Clark, participated actively in the 
management of only one enterprise, 
his other investments being passive, 
whereas both Washburn and Foss were 
active in a number of corporations. 


Subsequent Decisions 


Corporate Entity Doctrine 


Subsequent judicial history reveals 
that where the taxpayer takes an ac- 
tive part in but one single corpora- 
tion’s activities, the Tax Court* has 
given full reign to the Clark doctrine 
and has regarded such debts as non- 
business in nature, even though the 
taxpayer passively holds other stock 
investments. 

This interpretation was attained in 
Omaha National Bank v. Commis- 
sioner,” an interesting case which ac- 
knowledged the contemporaneous ex- 
istence of both the Washburn-Foss and 
the Clark doctrines. The taxpayer, a 
practicing attorney, organized, financed 
and took an active part in the manage- 
ment of a restaurant corporation. He 


visited the business several times a 
week, approved all business contracts, 
reviewed the business accounts and had 
the books of account kept by his secre- 
tary under his direct supervision. The 
venture proved to be unsuccessful and 
the taxpayer charged off the uncol-. 
lected notes, owed him by the corpora- 
tion as a business bad debt. He held 
investments in several other corpora- 
tions, his participation in the man- 
agerial activity of these being nil. 

In reliance on Burnet v. Clark, the 
Circuit Court found that the taxpayer 
was not engaged in the restaurant busi- 
ness. The corporation had a separate 
existence, the stockholder’s sole inter- 
est in the restaurant was to protect his 
capital investment and loans. None- 
theless the Circuit Court also acknowl- 
edged the viability of the Washburn- 
Foss concept. The decision stated: 

“Tt is true that one may engage in more 
than one business at a time, that he may 
engage in promoting: and financing cor- 
porations, or in managing corporations, or 
farms or other enterprises as a business. 

But this is not the case.’ 


If the attorney chose to utilize a cor- 
porate setup and enjoy its concomitant 
blessings, the court would not permit 
him to ostracize the tax disadvantages 
by claiming that he was individually i in 
the restaurant business.*% 


Promoter Doctrine 

Taxpayers involved with a number 
of corporations, however, have been 
able to invoke the Washburn-Foss line. 
In “exceptional circumstances” #4 when 
substantial time was given to financing 
and managing corporations and other 
ventures, such activity has been re- 
garded as a business in itself. These 
cases which delineate this fine line of 


39 See 1 Fletcher, Corporation 19 (11th Ed., 1931). 

40 White's Will v. Commissioner, 119 F(2) 619 (C.C.A., 3rd Circuit, 1940) ; McGinn v. 
ree ig 76 F(2) 680 ICCA. 9th Circuit, 1935) ; Estate of Mary R. Donald, 43 

A. 1114 (1941). 

41 Charles S. Berwind, 20 T.C. 808 (1953), aff'd 211 F(2) 575 (CA, avg Circuit, 


1954) ; Wm. Palmer, 17 T.C. 702 (1951) ; Fred 


‘A. Bihl maier, 17 T.C. 620 (195 


42193 F(2) 899 (C.A., 8th 1950), aff’'g L. F. Crofoot, 8 T.C.M. 363 


43 Dalton v. Bowers, 287 U. 
415 (1932). 
44 See note 41, supra, 
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demarcation have tabled such tax- 
payers, “promoters”. 

In Vincent C. Campbell,® the peti- 
tioner had been engaged in organizing, 
owning and operating twelve corpora- 
tions, all of which carried on a retail 
coal business. It was petitioner’s prac- 
tice to advance to or leave on open ac- 
count with these corporations money 
belonging to him. Loans to one of 
these companies became worthless and 
the taxpayer deducted them as business 
bad debts. The court approved be- 
cause 

“the losses were directly a result of the 
: business of organizing and operating cor- 

porations engaged in the retail coal busi- 
ness, which business was carried on by 
the taxpayer .. . the business of the 
corporation is not being confused with 
the business of the individual”. 


The continuity and regularity of Camp- 
bell’s actions were accentuated. 

The Tax Court in this case and in 
others*® accepted the thesis that a 
stockholder’s active participation in 
and granting financial aid to these 
closely held corporations, which assist 
such corporations, may constitute the 
“doing of business”. The frequency 
and regularity with which these activi- 
ties are pursued amount to a regular 
business. 

This concept was likewise acknowl- 
edged in Commissioner v. Stokes Es- 
tate.47 The findings reveal petitioner’s 
decedent to have been engaged indi- 
vidually in the “business of exploiting 
patents”. To further such “business”, 
Stokes had created, financed and man- 
aged a multitude of corporations whose 
functions were to develop and exploit 
different patents. The decedent was 
continuously engaged therein during a 
forty-five year period. The Circuit 


Court sustained the Tax Court and 
allowed the estate to deduct as a busi- 


4511 T.C. 510 (1948). 
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ness bad debt, an obligation owed by 
one of the decedent’s corporations. The 
court held the Clark doctrine inappli- 
cable because a major portion of “de- 
cedent’s lifetime thought and energy’ 
was devoted to the locating, develop- 
ing, and exploiting of patents. The 
fact that the corporate setup was 
utilized did not militate against the de- 
cedent’s claim to be in his own busi- 
ness. His activity in this immediate 
case was sufficiently extensive to con- 
stitute his business, independent of the 
business conducted by the respective 
corporations. 


The Weldon D. Smith Case 

(a) The Tax Court 

Pinpointing the confines of the op- 
eration of these two doctrines had been 
sufficiently difficult for tax practi- 
tioners. The arrival of Weldon D. 
Smith*® on the scene has added im- 
measurably to the confusion.49 The 
taxpayer was permitted by the Tax 
Court to deduct $38,000.00 as a busi- 
ness bad debt. Such resulted from the 
bankruptcy of a debtor farm corpora- 
tion whose business management func- 
tion had been assumed by the taxpayer. 
This debt represented accumulated ad- 
vances made over an eight-year period. 
Smith’s other holdings, in addition to 
the 20% share ownership in the dairy 
farm, included two cleaning corpora- 
tions, a bank, a garage, a gear com- 
pany, a business building and a de- 
partment store. Substantial time was 
devoted to the management of these 
enterprises by Smith. The possibilities 
of making additional investments in 
other businesses were frequently in- 
vestigated by the taxpayer. The Tax 
Court determined that Smith was in 
the business of giving financial aid and 
personal services to business ventures. 


46 Valentine E. Macy, Jr., 8 T.C.M. 45 (1949); J. Noel Macy, 8 T.C.M. 713 (1949) ; 
Henry FE. Sage, 15 T.C. 299 (1950) ; Don R. Hannah, Jr., 10 T.C.M. 566 (1951). 

4710 T.C.M. 1111 (1951); aff’d 200 F(2) 637 (C.A., 3rd Circuit, 1953). 

48 203 F(2) 310 (C.A., 2nd Circuit, 1953), reversing 17 T.C. 135 (1951). 


49 See Surrey and Warren, Federal Income Taxation 991 (3rd ed., 1953) ; Stuart Bart, 


21 T.C.,, No. 102 (1954); O. D. Bratton, 12 T.C.M. 747 (1953); Note, 29 Notre Dame L. 
Rev. 500 (1954); J. Terry Huffstutler, 12 T.C.M. 1422 (1953). 
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He was more than passively engaged 
in a number of activities ; his contribu- 
tions being money and personal ser- 
vices. 

A sharply dissenting opinion, of 
which five of the six dissenters were 
in accord, analyzed the legislative his- 
tory of Section 23(k) (4) of the 1939 
Code. The effectiveness of such 
analysis has not been impaired in any 
way by the enactment of the 1954 
Code. Judge Disney’s dissent con- 
ceives that the majority has judicially 
broadened the interpretation enunciated 
in the Higgins case®®, which Congress 
had adopted for the test of “doing 
business” in revenue statutes. The 
minority draws ostensible corrobora- 
tion from certain statutory changes en- 
acted in the 1942 law, namely the ad- 
ditions of Sections 23(a)(2) and 
23(k) (4) whereas Section 23(e)® re- 
mained untouched. After these altera- 
tions Sections 23(a) and 23(e) both 
accorded classifications different for 
business than for profit making, as re- 
gards expenses and losses coming un- 
der these respective sections. Since 
Section 23(k)®? uses the same criteria 
to ascertain the meaning of “doing 
business” as does Section 23(e)(1)* 
and in light of Congress’ apparent 
awareness of the distinction between 
business and profit seeking activity, the 
dissent concluded that Smith was not 
engaged in business. 

It is submitted that this amplification 
of the legislative history of the con- 
tested provisions does not add to the 
cogency of the conclusion. The bone 
of contention is whether Smith’s “‘pro- 
motional” activities come within the 
purview of the concept of “doing busi- 
ness”. The minority merely affirms the 
applicability of a constricted concept. 
Manifestly, the express stipulation®* 
affiliating 23(k)(4) with 23(e)(1) 


50 See note 7, supra. 
51 All ILR.C. 1939. 


precludes the deductibility in full of a 
debt arising from a profit-seeking 
transaction, however, the majority ac- 
quiescence to such view would not 
logically militate against the majority 
finding that the totality of the tax- 
payer’s commercial activity in itself, 
constitutes a business. ; 


(b) The Second Circuit 
Court of Appeals 


The Commissioner, encouraged by 
the split in the Tax Court, appealed; 
his efforts were handsomely rewarded. 
The Second Circuit unanimously re- 
versed, favorably alluding to the Tax 
Court dissent and cited Burnet v. Clark 
saying: 


The Clark case held that an officer and 
majority stockholder of a corporation 
could not treat the loss sustained by en- 
dorsing the corporation’s notes to protect 
his investment as incurred in a trade or 
business. Respondent’s activities in the 
case at bar were essentially similar to 
those of the taxpayer in the Clark case, 
except that the respondent here was in- 
terested as an investor, manager and credi- 
tor in a number of -business enterprises. 
But since each of these activities sepa- 
rately does not constitute a business, we 
cannot see how a combination of them 
‘spread over various businesses can alter 
the result. Of course, if respondent were 
regularly engaged in lending money to 
business enterprises, bad debt losses re- 
sulting therefrom would be incurred in 
his business. But respondent himself tes- 
tified that he was never in the money- 
lending business. 


Patently it would seem that several 
Circuit Courts®® would disagree with a 
holding which implies that only those 
in the money-lending business shall be 
permitted a business bad debt on loans 
to defaulting corporations. The Sec- 
ond Circuit, by this holding, would 
seem to expand the Clark doctrine to 
cover the “taxpayer-promoter”. No 


52 Now LR.C. 1954, Sec. 166; See note 9, supra. 
53 Now I.R.C. 1954, Sec. 165; See note 9, supra. 


54 See notes 8 and 9, supra. 


55 Commissioner v. Stokes Estate, supra; Omaha National Bank v. Commissioner, supra; 
See Mertens, The Law of Federal Income Taxation, Sec. 30.25. 
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effort was made by the court to recon- 
cile the immediate decision with those 
emanating from the Washburn-Foss 
line, instead the court easily disposed 
of what would seem to be a conflict by 
ignoring the Washburn-Foss line of 
thought. 


Statutory Construction 


In the construction and interpreta- 
tion of statutes the fundamental rule, 
to which all others are subordinate, is 
that the collective intent of Congress 
is of supreme importance.5® Consider- 
ing the circumstances existing prior to 
1942, which afforded the same tax 
treatment for both business and non- 
business bad debts, the Committee Re- 
port®? reveals the purpose for the en- 
actment of Section 23(k) (4) stating: 


“The liberal allowance for nonbusiness 
bad debts has suffered considerable abuse 
through taxpayer’s making loans which 
they do not expect to be repaid. This 
practice is particularly prevalent in the 
case of loans to persons with respect to 
whom the taxpayer is not entitled to a 
credit for dependents.” 


This same report reveals the Con- 
gressional understanding that “a non- 
business bad debt would be an unre- 
paid loan to a friend or relative’, 
whereas, “business bad debts arise in 
the course of the taxpayer’s trade or 
business.” The purpose of Congress 
apparently was toe avoid the adminis- 
trative difficulties wrought by the tax- 
payer’s contrivances to thwart the reve- 
nue laws. In pursuance of this end, 
limitations were to be placed upon bad 
debt losses unconnected with the 


lender’s business. 


Bad Debt Treatment of Stockholders’ Loans to Closely-Held Corporations 


56 Maxwell, On the Interpretation of Statutes, 1 (9th ed., 1946). 


Viewed in the light of this expressed 
motivation, it would seem that the Con- 
gressional Committee’s language in- 
corporated into the regulations which 
alludes to Section 23(e)(1) to imple- 
ment the language of Section 23 
(k) (4), goes further than the statu- 
tory purpose would have dictated.** 
Such allusion would preclude profit- 
seeking transactions from giving rise 
to business bad debts. But, as previ- 
ously stated, the categorical finding that 
the ambit of “business” precludes 
profit-seeking transactions would not 
reveal whether a person’s “promotional 
activity” is likewise precluded. The 
“policy imminent” in the statute has 
certainly been incorrectly compre- 
hended by at least one of the appellate 
courts. In the end this question must 
be resolved by the Supreme Court since 
“a federal statute finally means what 
the (Supreme) Court says it means”.°® 
It is to be regretted that the Supreme 
Court denied Smith’s writ of cer- 
tiorari.© 


It would seem that this bad debt 
problem is a result of defective drafts- 
manship. The ambiguous draftsman- 
ship of the bad debt section which un- 
fortunately alludes to the loss section 
for guideposts has been a veritable 
Pandora’s box. The piecemeal creation 
and spelling out.of the bad debt pro- 
visions has permitted an illiberal in- 
terpretation of business bad debts, 
which clearly goes beyond Congres- 
sional intent.®' The innocuous legisla- 
tive desire to prevent lenders who make 
loans to friends or relatives from se- 
curing favorable tax treatment has 
thereby been perverted to the detriment 
of many taxpayers.™ 


57H. Rep. No. 2333, 77th Cong., 2d Sess. (1942). 
58 Guterman, Some Problems in the Deduction for Bad Debts, 63 Harv. L. Rev. 832 


(1950). 


59 Hughes, The Supreme Court of the United States 230 (1928). 


60 346 U. S. 816 (1953). 


61 Eaton, Guaranty Payment Where Debt No Longer Exists: Loss or Bad Debt? 31 


Taxes 222 (1953). 
62 See note 58, supra. 
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Bad Debt Treatment of Stockholders’ Loans to Closely-Held Corporations 


The Remedy 

The Smith case should have been the 
necessary clarion call to invoke Con- 
gressional clarification of this problem. 
The legislative remedy should permit a 
deduction in full for losses from the 
worthlessness of debts owed the tax- 
payer by a business in which the tax- 
payer is substantially interested and in 
the management of which the taxpayer 
is substantially engaged. 

Several prominent tax practitioners® 
offered similar proposals at the Con- 
gressional hearings incident to the en- 
actment of the 1954 Internal Revenue 
Code. The narrow approach to the 


concept of “trade or business” was 
condemned as an inequitable hardship 
which reduces business incentive. 

Unfortunately “the Congress was 
unable to develop statutory language, _ 
which would accomplish the purpose 
suggested without creating tax loop- 
holes and possible areas of abuse in 
our federal tax laws”. It is to be 
hoped that a continued study by the 
technical staffs of the Congress will 
result in a statutory change which will 
render moot the confusion engendered 
by “the crazy-quilt patchwork” ® that 
developed from annual tinkering with 
the Internal Revenue Code. 


63 Statement by Thomas J. Green, Peat, Marwick, Mitchell & Co.; Statement by Paul 
D. Seghers Esq., Chairman, Federal Tax Legislative Committee of the Federal Tax Forum, 


Inc 


"64 Letter from Representative Isidore Dollinger in response to inquiry concerning the 
disposition of his proposed bill; See note 32, supra. 
65 See Seidman, A Brief Introduction to the New Internal Revenue Code, Jour. of 


Accountancy, September, 1954. 
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Current Trends in Accounting—VIII 


(Continued from page 50) 


cal location of a particular item? How 
often has he found quantities of the same 
item scattered through several storerooms? 
How often has he detected numerous dis- 
crepancies between the book inventory and 
his count indicating that the inventory con- 
trol is not functioning properly? 

Under such circumstances a study of 
storage facilities might be recommended 
with the view of standardizing as far as 
possible the location of all stored items by 
type and use. 


and asked how the points raised in the 
article would apply to Standard Oil or 
any of its subsidiaries. 


Mr. Stewart answered at length: 


Inasmuch as the inventories of oil com- 
panies are in liquid form, Jersey and its 
subsidiaries are not confronted with the 
same storage problems as manufacturing 
companies. Inventories of crude oil and 
petroleum products are stored in gathering 
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tanks, in tank farms, and in bulk stations. 
Perpetual inventories of such stocks are 
maintained for both values and quantities 
and also by location. Losses disclosed as 
a result of physical inventories are investi- 
gated, and efforts are made to devise 
methods which would preclude the recur- 
rence of such losses. 

The operating officials are very conscious 
of inventory losses, and they maintain his- 
torical data which they use as a guide to 
disclose any excessive losses at the various 
locations. The management is also very 
conscious of these losses, and it has its 
employees review continuously the methods 
for controlling inventories. Both the in- 
ternal auditors and the independent audi- 
tors have in their programs procedures for 
investigating such losses and reviewing 
them with the officials of the various sub- 
sidiaries. 

We have satisfied ourselves that the sys- 
tem of internal accounting control fol- 
lowed by Jersey and its subsidiaries is 
adequate. 
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New York State Tax Forum 


Conducted by BENJAMIN Harrow, C.P.A. 


Sales Tax on Telephone Calls 


The sales tax applies to telephone 
calls completed within the city. Since 
the extension of the automatic dialing 
system to suburban calls the telephone 
company has been adding the tax on 
such calls because it was unable to 
distinguish between local calls and 
suburban calls. It is now able to do so 
for calls to northern New Jersey. If 
a taxpayer keeps a record of telephone 
calls made, he may apply for a refund 
or credit of taxes paid and the tele- 
phone company will refund the tax. 

One customer brought an action! 
against the telephone company for an 
injunction against the collector of the 
tax. He felt that it was not an obli- 
gation of the subscriber to keep track 
of nontaxable calls and then apply for 
a refund. The court dismissed the ac- 
tion for legal insufficiency. He has 
since brought a second action* claim- 
ing that mechanical devices similar to 
those installed for northern New 


BENJAMIN Harrow, C.P.A., has 
been a member of our Society since 
1928, and a member of the Amer- 
ican Institute of Accountants since 
1922. He is a member of the New 
York Bar and Professor of Law at 
St. John’s University. 

Mr. Harrow is a past Vice-Pres- 
ident of the Society. He is now 
serving as Chairman of the Com- 
mittee on Publications and is a past 
Chairman of the Committee on 
State Taxation. He is also a mem- 
ber of the Institute’s Committee on 
Federal Taxation. 

Mr. Harrow is engaged in prac- 
tice as a certified public accountant 
and attorney in his own office in 
New York City. 


1 Goodman, N. Y. Sup. Ct., 133 N. Y. S. 


Jersey should be installed for other 
suburban areas. The case is presently 
on the calendar for trial. In the mean- 
time telephone ,subscribers like my- 
self who just paid their telephone 
bills, unaware of the inclusion of this 
tax, should review their bills and make 
a claim for a refund within one year. 


Prentice Hall—New York Tax 
Report, Bulletin 9 (October 18, 
1954) 


This particular report contains sev- 
eral noteworthy features. The report 
letter discusses the effect of a transfer 
of surplus to capital by way of a 
recapitalization, which avoids the 
added tax of 3% on dividends paid by 
utility companies. 

On page 3, the report discusses al- 
location know-how for management. 
It clarifies the terms allocation and 
apportionment, and this article, the 
first of a series, goes into problems of 
separate accounting, the unitary busi- 
ness, and allocation formulas. 

But the most interesting feature in 
this report is a federal-New York 
comparative chart showing the essen- 
tial features of the income tax sections 
of the 1954 Internal Revenue Code 
and the New York personal income 
tax law. Here are some of the com- 
parisons: 


Due Date of Returns 


The federal income tax return for 
calendar year taxpayers is now due by 
April 15th, the same day as the state 
income tax return. For fiscal year 
taxpayers the returns, federal and 
state, are due 31%4 months after the 
close of the fiscal year. The same rule 
applies for estates and trusts. Under 
the 1939 Code the estate or trust had 
an additional month within which to 
file the fiduciary return. 


(2d) 1 (June 25, 1954). 


2 Goodman, N. Y. Sup. Ct., N. Y. L. J., October 18, 1954, p. 7. 
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New York State Tax Forum 


Requirements for Filing 


Under the 1954 Code a single or 
married individual must file a return 
if gross income is $600 or more, and 
$1,200 if the taxpayer is at least 65 
years of age. Under state law a single 
individual must file a return if net 
income plus net capital gain is at least 
$1,000, or if gross income plus capital 
gain is at least $5,000. If the tax- 
payer uses the optional deduction, a 
return is required if gross income ex- 
ceeds $1,100. 

In the case of a married taxpayer, 
aggregate net income and capital gain 
must be at least $2,500, or at least 
$5,000 gross. If the optional deduc- 
tion is used, a return is required if 
gross income exceeds $2,750. 


Deduction or Credit for Dependents 


Under the federal Code there is 
now a deduction of $600 for each de- 
pendent. Under state law there is a 
credit of $400, but one credit is dis- 
allowed where a taxpayer acquires a 
status of head of a family because of 
dependents. 

Under the Code the dependency de- 
duction is not allowed if the depen- 
dent has gross income of at least $600, 
except where the dependent is tax- 
payer’s child under 19 years of age or 
a student at an educational institution. 
The dependent must be closely related 
or live with the taxpayer and must 
receive more than half his support 
from the taxpayer. The sfate requires 
merely that the dependent must be 
under 18 or, if older, be attending 
school, or mentally or physically in- 
capacitated. 

The status of a taxpayer, as married 
or single, is determined as of the last 
day of the taxable year, or the day of 
a spouse’s death under the federal 
Code. Under state law exemptions 
are prorated on a change of status. 
The state has no provision for an ad- 
ditional exemption for taxpayers 65 
years of age, or for taxpayers who are 
blind. 


1955 


Under state law estates and trusts’ 
receive a specific exemption of $1,000. 
Under federal law an estate is entitled 
to a deduction of $600. A trust re- 
ceives a deduction of $100, but if all 
income is required to be distributed 
currently the deduction has been in- 
creased to $300. 


Credit for Retirement Income 


This is new in the 1954 Code. A 
credit against the tax is allowed to 
persons at least 65 years of age or to 
persons retired under a public retire- 
ment system. The maximum amount 
of credit is $240, since $1,200 of retire- 
ment income may be the basis for the 
credit at the lowest tax bracket. There 
is no similar provision under state 
law, but this is one of the areas which 
Governor Dewey suggested should be 
examined by the Tax Commission in 
his recommendation for a revision of 
the income tax law. 


Income from Services 
The provision in the 1954 Code 


limiting the tax on income from ser- 
vices performed over a period of 36° 
months, if more than 80% of the com- 
pensation is received in one year, has 
no counterpart under state law. 


Board and Lodging 


The 1954 Code exempts the value 
of board and lodging from tax if it is 
furnished at the place of employment 
and for the convenience of the em- 
ployee. Furthermore, the employee 
must accept lodging as a condition of 
the employment. The state has always 
taxed such perquisites to the extent 
that it reduced an employee’s living 
expenses. 


Annuities 


Under the 1954 Code a portion of 
each payment under an annuity is con- 
sidered a return of capital and exempt 
from tax. The exempt portion is de- 
termined by dividing the cost of the 
annuity by the life expectancy. The 
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‘state law taxes 3% of the cost each 
year, the balance being a return of 
capital. After the total cost has been 
so recovered, future payments are tax- 
able in full. This rule will probably 
be changed in the next session of the 
Legislature. 


Compensation Paid During Illness 


A new provision in the 1954 Code 
excludes from tax compensation up to 
$100 a week paid for loss of wages 
during absence from work, due to per- 
sonal injuries or illness, subject to cer- 
tain limitations. There is no similar 
provision under state law, but there 
probably will be after the next session 
of the Legislature. 


Income in Respect of a Decedent 


Under the 1954 Code such income 
is taxable to the recipient of the in- 
come and not included in a decedent’s 
final return. Under state law it is tax- 
able to the decedent, but the recipient 
may agree to report it on his return 
for the taxable period in which it is 
received by him. 


Dividends 


The 1954 Code exempts from tax 
the first $50 of dividends received 
in 1954. In addition, a 4% credit 
against the tax is allowed for divi- 
dends received after July 31, 1954. 
Under state law, as under the previous 
Code, dividends are generally includ- 
ible in gross income. All stock divi- 
dends are generally nontaxable under 
the new Code. There are two excep- 
tions, a stock dividend paid in lieu of 
certain preferred stock dividends, and 
a stock dividend paid in cash or other 
property at the option of the stock- 
holder. The state law exempts all divi- 
dends in stock of the declaring cor- 
poration which is newly issued and 
distributed in proportion to the stock- 
holdings. 


Recovery of a Bad Debt 


Under federal law a recovery is tax- 
able unless the taxpayer received no 
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tax benefit in the year of the deduc- 
tion. 
same, except that the deduction must 
have been taken during the past three 
years. 


Personal Expenses 


The new Code provides a deduction 
not in excess of $600 for child care 
expenses of a working mother or a 
widower. While the state law now has 
no similar provision, it will probably 
soon have a counterpart. 


Medical Expenses 

Under state law a medical expense 
deduction is allowed. It is limited to 
an amount in excess of 5% of net 
income, with an overall limit of $750 
for a single individual and $1,500 for 
a married couple or head of a family. 
The 1954 Code sets a floor of 3% of 
adjusted gross income on taxpayers 
under 65. There is no floor on tax- 
payers over 65. The maximum deduc- 
tion is $2,500 for each exemption and 
an overall limitation of $10,000. The 
cost of drugs and medicines is in- 
cluded in medical expenses, but only 
to the extent in excess of 1% of ad- 
justed gross income. 


Non-Business Bad Debts 

Such debts are treated as short-term 
capital losses under federal law and 
as ordinary losses under state law. 


Contributions 

Under the 1954 Code contributions 
up to 20% of adjusted gross income 
are deductible. An additional 10% may 
be deductible if the contributions are to 
religious organizations, school and hos- 
pitals. The state law still limits the 
deduction to 15% of net income. 


Contributions to a Pension Trust 
Under the 1954 Code a deduction 
is allowed for contributions to a trust 
covering a pension liability for the tax- 
able year. In addition, a deduction is 
allowed for a payment to the trust 
covering past services. The deduction 


January 


Under state law the rule is the’ 


i 
t 
t 
f 
ti 
| t 
a 
ti 
a 
a 
te 
us 
he 
th 
su 
co 
sa 
ar 
tic 
tr 
lo: 
Le 
ani 
tri 
ga 
th 
Ur 
niz 
Ste 
10! 
low 
eX] 
$1, 
of 
law 
10¢ 
On 
in 
Unl 
= 


New York State Tax Forum 


is generally limited to 5% of the com- 
pensation for covered employees for 
the year, plus any excess necessary 
to provide the remaining unfunded 
cost of past and current service credits 
for covered employees. The state law 
is similar, except that there is no limi- 
tation as to the size of the contribu- 
tion. The federal law permits an 


alternative method of determining the 
contribution. The state does not. 


Short Sales 


Under the 1954 Code, if substan- 
tially identical property is acquired 
after a short sale and before the trans- 
action is closed, any gain is a short- 
term capital gain, even if the property 
used to close the short sale had been 
held for more than six months. Fur- 
thermore, the holding period of the 
substantially identical stock acquired is 
considered to begin on the date of the 
sale. Under state law all capital gains 
are treated alike. There is no distinc- 
tion between long- and_ short-term 
transactions. Gains are taxable and 
losses deductible only against capital 
gains. 


Losses Between Related Taxpayers 


Under the 1954 Code such losses 
are disallowed, except in cases of dis- 
tributions in corporate liquidations. On 
a subsequent sale by the transferee, a 
gain is recognized only to the extent 
that’ it exceeds the transferor’s loss. 
Under state law the loss is recog- 
nized if the sale is bona fide. 


Standard Deduction 


Under federal law a deduction of 
10% of adjusted gross income is al- 
lowed in lieu of personal deductible 
expenditures. This may not exceed 
$1,000 on a joint return or the return 
of a single individual. Under state 
law there is an optional deduction of 
10% of gross income, limited to $500. 
On a change of residence or account- 
ing period, the deduction is prorated 
for a period of less than 12 months. 
Unlike the federal law the optional de- 
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‘duction is in lieu of all deductions, 
business and personal. 


Depreciation 


The 1954 Code takes a new look at 
this deduction for exhaustion, wear 
and tear of depreciable property used 
in a trade or business, or such prop- 
erty held for the production of income. 
It provides for the use of a declining- 
balance method of determining a rea-. 
sonable allowance for depreciation, at 
a rate not in excess of twice the 
straight-line rate. This does not mean 
that the period of useful life of the 
asset is reduced. That remains the 
same as it would be under the straight- 
line method. Doubling the rate merely 
gives recognition to the fact that wear 
and tear is heaviest in the earlier years. 
Under the declining-balance method 
no salvage value is considered except 
where the asset is retired. Since a 
uniform rate is applied each year to 
the unrecovered cost there is always a 
residual value. In the year of retire- 
ment of the asset this unrecovered bal- 
ance may be deducted as part of the 
depreciation allowance for such year. 
If assets are being depreciated as a 
group or in one composite account or 
in class groups, and depreciation ac- 
counts are maintained by year of acqui- 
sition, the unrecovered balance at the 
time of the last retirement is then 
deductible. Under the declining-bal- 
ance method the taxpayer takes a larger 
deduction for depreciation in the 
earlier years. 

The 1954 Code also sanctions the 
use of the sum-of-the-years-digits 
method in determining a reasonable 
allowance for depreciation. This is 
something new for the average ac- 
countant, but many of us have prob- 
ably acquired an understanding of this 
intriguing device in the past six 
months. The allowance is computed 
by applying changing fractions each 
year to the cost of property less sal- 
vage value. For each year the fraction 
is the number corresponding to the 
remaining useful life divided by the 

(Continued on page 65) 
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Accounting at the S. E. C. 


Conducted by Louis H. Rappaport, C.P.A. 


Declining-Balance Depreciation 


On another page (71) of this maga- 
zine is the text of Bulletin No. 44 
issued by the Committee on Account- 
ing Procedure of the American Insti- 
tute of Accountants. The bulletin dis- 
cusses the declining-balance method of 
computing depreciation. Interest in 
this method and in the so-called “sum- 
of-the-years-digits” method has been 
greatly stimulated by the recognition 
given to them for tax purposes by the 
Internal Revenue Code of 1954. 

The AIA Committee stated that the 
declining-balance and “sum-of-the- 
years-digits” methods meet the re- 
quirements of depreciation accounting 
in that they are systematic and rational. 
In certain cases, said the Committee, 
these methods may well provide the 
most satisfactory allocations of cost. 


When a change is made to either of 
these methods for book purposes ‘and 
depreciation is an important factor in 
the determination of net income, the 
Committee believes that the change in 
method and its effect should be dis- 
closed in the year of change. 


The question has been raised: If a 
company changes from straight-line to 
declining-balance depreciation, does 
this represent a change in accounting 
principle or application which needs to 
be commented upon in the consistency 
phrase of the accountant’s certificate? 
Most accountants contend that a 
change to declining-balance deprecia- 
tion does represent a change in appli- 
cation of a generally accepted account- 
ing principle, which calls for an 
exception as to consistency in the 
opinion paragraph of the accountant’s 
report. 


Louts H. Rappaport, C.P.A., isa 
partner in the firm of Lybrand, 
Ross Bros. & Montgomery, C.P.A.’s. 
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Other accountants say there is no 
inconsistency. They maintain that the 
change to declining-balance is neither 
a change in generally accepted ac- 
counting principle nor in the applica- 
tion thereof. They view accounting 
principles and the application thereof 
in a broad sense. They say that the 
change represents a mere refinement in 
method, and, as such, does not call for 
comment as to consistency in the ac- 
countant’s report. 

Since the change to declining-balance 
depreciation is effective for tax pur- 
poses only for additions in 1954 and 
subsequent years, some accountants be- 
lieve that the effect of the change in 
1954, in many (if not most) cases, is 
apt to be not material. In that event, 
they say, the accountant’s certificate 
should not be burdened with comment 
as to inconsistencies which have no im- 
portant bearing on the results of op- 
erations being presently reported upon. 
These accountants admit, however, that 
the effect of the change on future fi- 
nancial statements may well be ma- 
terial. 

Since the AIA bulletin was silent as 
to the form of the accountant’s certi- 
ficate where a change to declining- 
balance depreciation was involved, we 
talked with representatives of the SEC 
for the purpose of ascertaining how 
they would expect the accountant to 
deal with the matter in his certificate 
in a filing with the SEC. 

Most financial statements filed with 
the SEC are subject to Regulation 
S-X. Rule 3.07(a) of this regulation 
provides: 

Any change in accounting principle or 
practice, or in the method of applying any 
accounting principle or practice, made dur- 
ing any period for which financial state- 
ments are filed which affects comparability 
of such financial statements with those of 
prior or future periods, and the effect 
thereof upon the net income for each 
period for which financial statements are 
filed, shall be disclosed in a note to the 
appropriate financial statement. 
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Accounting at the S. E. C. 


Rule 2.02(c) (ii) of the same regu- 
lation requires accountants’ certificates 
filed with SEC to state, among other 
things, the opinion of the accountant 
as to any material changes in account- 
ing principles or practices or method 
of applying the accounting principles 
or practices required to be set forth by 
Rule 3.07. 


We were informed by the SEC’s 
Chief Accountant that, in his opinion, 
a change, for example, from straight- 
line to declining-balance depreciation 
represents a change in the method of 
applying an accounting principle such 
as is referred to in the aforementioned 
Rules 2.02(c) (ii) and 3.07(a) of 
Regulation S-X. 


Allocation of Income Taxes- among 
Companies Filing Consolidated 
Tax Returns 


The SEC recently announced a pro- 
posal to amend its rule governing the 
allocation of consolidated income taxes 
among the constituent companies of 
registered holding company systems. 

The Commission’s proposal would 
give holding company systems the 
choice of either of two tax allocation 
systems: (1) the “source-of-income” 
method, and (2) the “separate-return- 
tax” method. 

Persons interested in the proposal 
are referred to Release No. 12722 of 
the SEC under the Holding Company 
Act of 1935. 
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New York State Tax Forum 
(Continued from page 63) 


sum of all years’ digits in the esti- 
mated life. For example, if an asset 
has a useful life of five years the de- 
preciation for the first year is 5/15 
of the cost. Five is the remaining use- 
ful life at the beginning of the first 
year and fifteen is the sum of all the 
years’ digits (5-+4+-3+2+1). The 
advantage of this method over the 
declining-balance method is that it does 
not result in as large a deduction in 
the earlier years, leaving more to be 
deducted in later years, and the entire 
cost less salvage value is recovered 
over the useful life. 

The taxpayer is given an option to 
change the method of computing de- 
preciation from the declining-balance 
method to the straight-line method 
at any time, without consent. That is 
done to enable the taxpayer to recover 
the entire cost over the useful life and 


avoids too large a write-off in earlier 
years and too little in later years. 


It should be noted that the liberal- 
ized depreciation methods apply only 
to tangible property with a useful life 
of at least three years, if the prop- 
erty has been acquired after Decem- 
ber 31, 1953, and if the original useful 
life commences with the taxpayer after 
that date. If the property is con- 
structed it applies only to the portion 
constructed, reconstructed or erected 
after December 31, 1953. 


Taxpayers are required to keep ade- 
quate subsidiary records to have suffi- 
cient information to substantiate de- 
ductions if depreciation is computed on 
a group, composite or classified basis. 


The state will undoubtedly adopt the 
new federal provisions by including 
them in amended regulations. 
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Simplification of Statement 
Terminology 


Simplification of statement terminol- 
ogy, as a principle and goal, is meri- 
torious. Nevertheless, certain practical 
considerations impose obstacles to a 
rapid changeover to a recommended, 
simplified terminology in all reports 
prepared by accountants. 

The drive for simplification has, as 
its basis, the interests of the public in- 
vestor. A financial statement, it is 
contended, should be understandable by 
all stockholders regardless of whether 
or not they are trained in statement 
analysis. However, the largest number 
of reports are prepared exclusively for 
the managements of closed corpora- 
tions, their bankers, and for other 
credit grantors. These clients .and 
credit grantors have been educated to 
understand the terms that they find in 
statements, period after period. In 
such cases there is involved a task of 
re-education, which, it is believed, will 
not be a difficult task. 

Nevertheless, in the interests of the 
maximum, practical uniformity of re- 
ports, whether of closed or public cor- 
porations, there should be a continuous 
effort by all accountants to introduce 
simplified, laymen’s terms into state- 
ments prepared by them. 


Max Bock, C.P.A. (N. Y., Pa.) 
is a former chairman of the Com- 
mittee on Administration of Ac- 
countants’ Practice of the New York 
State Society of Certified Public 
Accountants. He is a lecturer at 
The City College of New York in 
the graduate course on Accounting 
Practice. Mr. Block is a member of 
the firm of Anchin, Block & Anchin. 
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Office and Staff Management 


A forum for the exchange of views and information on all 
aspects of the administration of an accounting practice. 


Conducted by Max Brock, C.P.A. 


The mechanics of the transition, with 
variations required by individual situa- 
tions, are the following: 

1. Make a list of the terms or titles 
that are to be revised and alongside of 
each one show the replacement. 

2. Decide whether all terms should 
be changed at one time. If not, set up 
a time schedule for their introduction. 

3. Decide whether this program 
shall apply to all clients equally. If 
not, prepare client groupings and the 
time schedule for each. ° 

4. Furnish all members of the staff 
a copy of the list of revised terms. A 
bulletin as to the mechanics of carry- 
ing out the changes should be attached. 

5. Double terminology (new and re- 
vised terms) might be used for a year 
or two to aid in the transition. For 
example, surplus might appear as fol- 
lows: 

“Retained earnings (surplus)” 

6. A letter to clients, setting forth 
the revisions and the reasons therefore, 
could also be helpful. 


Keys to the Office for Staff Men 


A common, perplexing problem is 
what to do about providing access to 
the office for staff men who must ob- 
tain papers, leave papers, or even do 
some work, before and after office 
hours. Shall men be furnished keys? 
If not, what practical measures can 
be adopted to facilitate access to the 
office off-hours? Or, shall there be no 
use of the office outside of the regular 
hours? 

The first reaction of many account- 
ants is to rebel at the idea of handing 
out keys to staff men, particularly men 
who may be relatively new. Yet that 
reaction is quickly tempered by the re- 
alization that it is in the firm’s interest 
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Office and Staff Management 


to make it possible for men to have 
access at least to the files and the staff 
room at any early or late hour. The 
fact is that many firms do furnish keys 
to their offices to senior accountants 
and even to some men of lesser rank. 
Some waiting period, from six months 
to a year, may be desirable. However, 
each staff man must be judged as to 
integrity, reliability, and self control 
(curiosity) power. 

Where keys are furnished to staff 
members, principals should make it a 
point to keep their own offices locked, 
or, if that is impractical, to leave no 
papers on their desks and keep their 
desks and private files locked. This 
should not be construed as a reflection 
on staff members, because experience 
has indicated clearly that the large 
majority are worthy of every confi- 
dence. It is a proper action in a 
profession where privacy of informa- 
tion is one of its cardinal principles. 

Those practitioners who under no 
circumstances will provide office keys 
to staff men have no alternative but to 


supervision outside of 


regular 
whatever must be done be carried out 
during regular hours. 

Experiences of readers in dealing 
with this problem are solicited. 


Reproduction of N. Y. State Forms 


The following excerpts from corre- 
spondence between Joseph J. Tucker, 
C.P.A., and the N. Y. Tax Depart- 


ours or to simply insist that. 


ment, dealing with the problem of at- 
taching reproduced schedules to fran- 
chise tax returns, is submitted because 
it discloses another economy in the 
preparation of tax returns. 


Letter to Department: 


“The return is exactly the Franchise 
Tax Blank, using the state form itself. 
The only difference is that I have attached 
to page 2, an Ozalid reproduction of page 
2 of the. official New York State form, 
using Scotch Polyester tape. 

“T am sure that it will not interfere with 
the microfilming of the return. I am very 
anxious to hear your verdict, as_ this 
method does simplify procedure in pre- 
paring the New York State tax returns.” 


Letter from Department: 

“The method used in supplying the in- 
formation required on Page 2 is satisfac- 
tory. However, we would request that, if 
possible, a little darker print be obtained. 

“T note that the Page 2 which you have 
duplicated is not the same as the Page 2 
that appeared on our printed report form 
3 CT (1954). 

“Inasmuch as there may be changes in 
Page 2 from year to year, it is important 
that the Ozalid copy of Page 2 be the one 
for the year to which the copy is being 
attached.” 


Under this method page 2 of the 
New York State report and page 4 of 
the Federal return are prepared simul- 
taneously on pre-printed forms. On 
the preprinted form the following two 
items, namely Schedule B (Officers’ 
Compensation) and the “Average Fair 
Market Value” column are omitted. 
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Payroll Tax Notes 


Conducted by SAMUEL S. REss 


Guaranteed Wages and Unemploy- 
ment Insurance 


The effect of “guaranteed wage” 
plans on unemployment insurance 
benefit claims was pointed up in a 
recent decision of the New York State 
Unemployment Insurance Appeal 
Board. More and more will be heard 
during this coming year about “guar- 
anteed annual wage” clauses in con- 
tracts to be negotiated between em- 
ployers and labor unions. | The 
“ouaranteed wage” clause is being 
sought for the purpose of providing 
a’ minimum sum of money that must 
be paid to an employee as wages for a 
specified period of time, even though 
there is not sufficient work to keep the 
employee fully employed. 


In the case at bar the Referee had 
upheld an unemployment insurance 
claimant who had received wages pur- 
suant to the provisions of a “guar- 
anteed wage’ employment contract 
during a period when the employee 
had performed no work for the em- 
ployer. The Appeat Board reversed 
the decision of the Referee in case 
#44,916-54, decided December 10, 
1954. 


The Appeal Board found that the 
claimant had received compensation 
from her employer in the sum of 
$3,291.65 for the period October 1, 
1953, through September 30, 1954. 


SAMUEL 5S. Ress has been an As- 
sociate Member of our Society since 
1936, and is also a member of the 
Bar. He has specialized in the pay- 
roll tax field since the inception of 
this type of legislation in 1936. 

Dr. Ress is a member of the 
Society’s Committee on State Taxa- 
tion and Chairman of the Sub-Com- 
mittee on Unemployment Insurance. 
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The said sum included payment by the 
employer for 320 hours during which 
no work was performed. This pay- 
ment had been made in accordance 
with the contract between the employer 
and the union. During that period 
the claimant actually worked 1549' 
hours, and had been paid for 72 hours 
of holiday pay, and for 64 hours of 
paid vacation. It was decided that 
claimant was, in effect, on a paid leave 
of absence during the period for which 
unemployment insurance benefits were 
claimed. She was deemed not totally 
unemployed within the meaning of 
the law. Regulations 2 (g) provide 
that a week of employment: includes 
any statutory week during any part of 
which an employee is on paid vacation 
or paid leave of absence, even though 
no work is actually performed. 


Lump-Sum $5,000 Payment to De- 
ceased Employee’s Beneficiary — 
Under Old and New Internal 
Revenue Codes 


If a deceased employee’s beneficiary 
receives a death benefit payment from 
a pension trust exempt under Section 
165 (a) of the 1939 Code, the bene- 
ficiary is entitled to exclude this pay- 
ment from gross income to the extent 
that it does not exceed $5,000. The 
1939 Code exempted such payments 
made by each different employer. So 
it was possible under the old law for 
a deceased employee’s beneficiary to 
gain the benefit of more than one 
$5,000 exemption in cases where the 
deceased employee had been in the em- 
ploy of more than one employer who 
had had established exempt pension 
trusts for employees. If however some 
portion of the $5,000 payment did not 
constitute a death benefit, the bene- 
ficiary would not be entitled to exclude 
such portion. This might have oc- 
curred if immediately prior to the date 
of his death the employee had a non- 
forfeitable right to receive part or all 
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of his account with the pension trust 
upon termination of employment prior 
to death or retirement. 


1954 Code Provision Effective after 
August 16, 1954 


Amounts received by employees’ 
beneficiaries where death occurs after 
August 16th, 1954, will be subject to 
the new rules of the 1954 Internal 
Revenue Code. Where the beneficiary 
receives a lump-sum benefit distribu- 
tion from a pension trust exempt from 
tax under Section 501 (a) of the 1954 
Code, the total distribution up to 
$5,000 per employee is excludible from 


Payroll Tax Notes 


gross income by the beneficiary, irre- 
spective of whether or not the em- 
ployee had a non-forfeitable right to 
receive all or part of the amount im- 
mediately prior to his death. 

The 1954 Code limited the exclusion 
to $5,000 per employee rather than 
$5,000 per employer as under the 1939 
Code, which permitted individuals to 
arrange for increased exemption by 
arranging to have two or more em- 
ployers each pay $5,000 in death bene- 
fits. Another change extended the 
$5,000 exclusion to lump-sum distribu- 
tions paid by reason of death even 
though employee had a non-forfeitable 
right to the fund. 
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[OFFICIAL DECISIONS and RELEASES | 


STATE OF New York 
DEPARTMENT OF TAXATION AND FINANCE 
Albany 1, N. Y. 


STATE TAX COMMISSION CORPORATION TAX BUREAU 
A. J. Goodrich, President 
Edward H. Best Arthur M. Gundlach __ 
F. Roberts Blair Director 
Mr. N. Harry Sack December 8, 1954 


Messrs. Sack, O’Connor & Sack 
285 Madison Avenue 
New York 17, N. Y. 
Re—Reproduction of Tax Returns 
Dear Mr. Sack: 

In reply to your letter of December 1, you are advised that permission has 
been granted to reproduce corporate tax returns for the year 1954, as was 
granted for the year 1953; that is, the reports on forms 3 CT, 3 CT-1 and 
42 C.T. which are required to be filed in 1955 may be reproduced. 

Forms 3 CT and 3 CT-1 must be furnished on white paper, and form 
42 C.T. on yellow paper the same color as the official form. If there is any 
doubt as to the color being identical with the official form, sample copies of the 
yellow paper should be submitted to this office before using such paper. 

Otherwise, the conditions upon which forms 3 CT, 3 CT-1 and 42 C.T. 
will be accepted are the same as those stated on Pages 160 and 168 of the 
March edition of the ‘““New York State Certified Public Accountant”. 


Very truly yours, 
STATE TAX COMMISSION 
By /s/ ArtHuR M. GUNDLACH 
AMG:O’N Deputy Tax Commissioner. 


STATE OF NEw York 
DEPARTMENT OF TAXATION AND FINANCE 
Albany 1, N. Y. 


STATE TAX COMMISSION INCOME TAX BUREAU 
A. J. Goodrich, President George P. Klein 
Edward H. Best Deputy Commissioner 


F. Roberts Blair 
December 3, 1954 
Mr. N. Harry Sack, 
285 Madison Ave., 
New York 17, N. Y. 


Dear Mr. Sack: 

This is to confirm the information furnished you by Mr. Berinstein with 
reference to reproduction of tax forms. Forms 201, 202, 204, 205 and 
I.T. 115 may be reproduced for the year 1954 under the same conditions which 
applied for the year 1953. It is to be noted, however, that the reproductions 
must be on paper of the same color as used by the Department, which is white 
paper for the year 1954. 

Very truly yours, 
/s/ Geo. P. 


K:AJ Deputy Commissioner. 
70 January 
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O ficial Decisions and Releases 
ACCOUNTING RESEARCH 


BULLETINS October, 1954 
Issued by the No. 44 
Committee Auditing Procedure, 
American nstitute of Accountants, — 
270 Madison Avenue, New York 16, N. Y. Declining-balance 
Copyright 1954 by American Institute of Accountants Depreciation 


1. The declining-balance method of estimating periodic depreciation has 
a long history of use in England and in other countries including, to a limited 
extent, the United States. Interest in this method has been increased by its 
specific recognition for income-tax purposes in the Internal Revenue Code 
of 1954. 


2. The declining-balance method is one of those which meets the require- 
ments of being “systematic and rational.” In those cases where the expected 
productivity of revenue-earning power of the asset is relatively greater during 
the earlier years of its life, or where maintenance charges tend to increase 
during the later years, the declining-balance method may well provide the most 
satisfactory allocation of cost. The conclusions of this bulletin also apply to 
other methods, including the “sum-of-the-years-digits” method, which produce 
substantially similar results. 


3. When a change to the declining-balance method is made for general 
accounting purposes, and depreciation is a significant factor in the determi- 
nation of net income, the change in method, including the effect thereof, should 
be disclosed in the year in which the change is made. 


4. There may be situations in which the declining-balance method is 
adopted for tax purposes but other appropriate methods are followed for 
financial accounting purposes. In such cases it may be that accounting recog- 
nition should be given to deferred income taxes. However, the committee is of 
the opinion that, in the ordinary situation, deferred income taxes need not 
be recognized in the accounts unless it is reasonably certain that the reduction 
in taxes during the earlier years of use of the declining-balance method for 
tax purposes is merely a deferment of income taxes until a relatively few 
years later, and then only if the amounts are clearly material. 


The statement entitled “Declining-balance Depreciation” was 
adopted by the assenting votes of nineteen members of the 
committee, of whom one, Mr. Stans, assented with quali- 
fication. Mr. Burns dissented. 


Mr. Stans does not approve the conclusions in the last sentence of para- 
graph 4. He believes that the reductions in taxes in the earlier years of use 
in the situations described clearly represent deferments of payment until later 
years and that the number of years involved has no bearing on the problem. 
He believes that well-established accounting principles require that deferred 
income taxes be recognized in every case in which the amounts involved are 


significant. 


1 Accounting Terminology Bulletin No. 1, paragraph 56. 
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Official Decisions and Releases 


Mr. Burns dissents because he believes that the reductions in taxes in 
the earlier years of use in all cases would clearly represent deferments of pay- 
ment until later years and that the number of years involved has no bearing 
on the problem. He believes that compliance with well-established accounting 
principles requires that deferred income taxes be recognized in every case in 
which a significant amount is involved in order to avoid a misstatement of 
reported net income, and he believes that the bulletin should contain a definite 
statement to that effect. 


NOTES 


(See Introduction to Accounting Research Bulletin No. 43.) 


1. Accounting Research Bulletins represent the considered opinion of at 
least two-thirds of the members of the committee on accounting procedure, 
reached on a formal vote after examination of the subject matter by the com- 
mittee and the research department. Except in cases in which formal adoption 
by the Institute membership has been asked and secured, the authority of the 
bulletins rests upon the general acceptability of opinions so reached. 


2. Opinions of the committee are not intended to be retroactive unless 
they contain a statement of such intention. They ,should not be considered 
applicable to the accounting for transactions arising prior to the publication 
of the opinions. However, the committee does not wish to discourage the 
revision of past accounts in an individual case if the accountant thinks it 
desirable in the circumstances. Opinions of the committee should be consid- 
ered as applicable only to items which are material and significant in the 
relative circumstances. 


3. It is recognized also that any general rules may be subject to excep- 
tion; it is felt, however, that the burden of justifying departure from accepted 
procedures must be assumed by those who adopt other treatment. Except 
where there is a specific statement of a different intent by the committee, its 
opinions and recommendations are directed primarily to business enterprises 
organized for profit. 


COMMITTEE ON ACCOUNTING PROCEDURE (1953-1954) 


JOHN A. LINDQUIST, Chairman WILLIAM L. KEATING J. HAROLD STEWART 
GARRETT T. BURNS COLIN MacLENNAN WILLIAM W. WERNTZ 
ROBERT CALDWELL, Jr. HOWARD W. MALOY EDWARD B. WILCOX 
ALMAND R. COLEMAN JOHN K. McCLARE ROBERT W. WILLIAMS 
L. T. FLATLEY JOHN PEOPLES 

ROY F. GODFREY DONALD P. PERRY 

CLIFFORD V. HEIMBUCHER JOHN W. QUEENAN CARMAN G. BLOUGH, 
THOMAS G. HIGGINS MAURICE H. STANS Director of Research 
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